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ABSTRACT
The project concerns the combination between NYSE and
Euronext. The NYSE Group and Euronext have entered into an

agreement that creates a combination of the two securities
markets under a new holding company named NYSE Euronext.

The Euronext's business will be brought under the new
holding company through an exchange offer, and NYSE

Group's business will be brought under the new holding
company through the combination.

This project will discuss the following aspects of

the United States and European securities exchange
markets: the distinct backgrounds of NYSE Group and
Euronext, the potential advantages and risks that

shareholders will experience due to the NYSE and Euronext
merger, and the value that NYSE Euronext will attribute to
each company within their respective markets.

iii

ACKNOWLEDGMENTS
I would first like to thank some special people who,

without their help, would have suffered greatly while

writing my thesis. Thank you, Dr. Francisca Beer for all
of your help, suggestions, and feedbacks helping me

improve and develop my project. Thank you, Dr. Jim Estes
for reading my project. And thank you, Helen for helping

me with my grammar.

iv

TABLE OF CONTENTS

ABSTRACT............................................

iii

ACKNOWLEDGMENTS .....................................

iv

LIST OF TABLES....................................... viii
LIST OF FIGURES.....................................

x

CHAPTER ONE: STOCK EXCHANGES INDUSTRY BACKGROUND

Introduction ...................................

1

Overview .......................................

1

Market Trends and Developments .................

3

United States Markets ..........................

9

European Markets........

12

Comparison on the United States and European
Equity Markets .................................

16

CHAPTER TWO: INFORMATION ABOUT NEW YORK STOCK
EXCHANGE GROUP

Overview.......................................

20

The New York Stock Exchange Group..............

21

Analysis of Competitive Advantages of New
York Stock Exchange..........................

30

Market Capitalization .....................

33

Number of Equities Listed .................

35

Total Value of Share Trading..............

38

New York Stock Exchange Regulation .............

40

CHAPTER THREE: INFORMATION ABOUT EURONEXT

Overview.......................................

44

History of Euronext............................

44

v

Structure of Euronext ..........................

48

Euronext Indices ...............................

51

Analysis of Competitive Advantages of
Euronext.......................................

53

Market Capitalization .....................

53

Number of Equities Listed .................

56

Total Value of Share Trading..............

60

Euronext Regulation..............

62

CHAPTER FOUR: THE COMBINATION

Overview.......................................

64

New York Stock Exchange Group's Motivation
for the Combination............................

65

Euronext's Motivation for the Combination ......

72

Risks Related to the Merger....................

76

CHAPTER FIVE: MERGER AND ACQUISITION

Overview.......................................

78

Merger and Acquisition .........................

78

The Timetable of the New York Stock Exchange
and Euronext Merger............................

84

CHAPTER SIX: ASSESSMEMT OF NEW YORK STOCK EXCHANGE
EURONEXT
Overview.......................................

90

Strengths, Weaknesses, Opportunities, and
Threats Analysis of New York Stock Exchange
Euronext.........................

90

Strengths.................................

92

Weaknesses................................

96

Opportunities .............................

97

vi

Threats........ .......................

100

Valuable, Rare, Inimitable, and Organization
Analysis.......................................

102

Comparison of Shareholder Rights Prior to and
After the Combination.................

105

Financial Analysis .............................

107

REFERENCES..........................................

115

vii

LIST OF TABLES
Domestic Equity Market Capitalization of
the Ten Largest Stock Exchanges in the
World.....................................

8

Performance Measures of the United
States and European Stock Exchange
Industries................................

17

Table 3.

New York Stock Exchange Indices...........

27

Table 4.

Indices Listed on New York Stock
Exchange Archipelago Exchange .............

28

Components of New York Stock Exchange
Trading Technology ........................

30

Table 6.

Performance of Different Business Units ....

50

Table 7.

The Major Market Indices of the Euronext
Group.....................................

52

Reasons for New York Stock Exchange to
Merge with Euronext.......................

66

Additional Reasons for Euronext to Merge
with New York Stock Exchange..............

73

Table 10. Types of Mergers..........................

79

Table 11. Number of Merger and Acquisition
Transactions during the Period of
1990-1999 .................................

82

Table 12. Characteristics of the Merger and
Acquisition Transactions During
1990-1999 .................................

83

Table 13. Strengths, Weaknesses, Opportunities,
and Threats Analysis of New York Stock
Exchange Euronext .........................

91

Table 14. Valuable, Rare, Inimitable, and
Organization Analysis of the Resource of
New York Stock Exchange Euronext ..........

103

Table 1.

Table 2.

Table 5.

Table 8.
Table 9.

viii

Table 15. Comparison of New York Stock Exchange
Group Shareholders, Euronext
Shareholders and New York Stock Exchange
Euronext Shareholders .....................

106

Table 16. New York Stock Exchange Euronext
Unaudited Pro Forma Condensed Combined
Statement of Income for Three Months
Ended March 31, 2007.......................

108

Table 17. Estimating New York Stock Exchange
Euronext's Future .........................

Ill

ix

LIST OF FIGURES
Figure 1.

European Exchange Market .................

13

Figure 2.

New York Stock Exchange Group Family
Tree............ ,..........

22

Total Market Capitalization of Equities
Traded at the Major Stock Exchanges in
the United States (2003-2006) ............

34

Figure 4.

Number of Equities Listed (2003-2006) ....

36

Figure 5.

Number of New Equities Listed
(2003-2006) ..............................

37

Total Annual Value of Share Trading
(2003-2006) ..............................

39

Figure 7.

Euronext Markets in Europe ................

45

Figure 8.

Total Market Capitalization of Equities
Traded (2003-2006) .......................

54

Annual Percentage Growth of
Total
Market Capitalization of Equities
(2004-2006) ..............................

55

Figure 10. Number of Equities Listed (2003-2006) ....

57

Figure 11. Number of New Equities Listed
(2003-2006) ..............................

59

Figure 12. Total Annual Value of Share Trading
(2003-2006)...............................

60

Figure 13. Stock Exchange Industry Leaders by
Market Capitalization and Trading
Volume (in USD million) ..................

67

Figure 14. Number of Listed Equities ................

69

Figure 3.

Figure 6.

Figure 9.

x

CHAPTER ONE

STOCK EXCHANGES INDUSTRY BACKGROUND
Introduction

The purpose of this project is to introduce the NYSE

Group and Euronext merger. As the competition of
securities exchanges market become more intense, the
merger between NYSE Group and Euronext takes the
competitive advantage to another level; it is also the

first step to achieve securities exchanges globalization.
This project will discuss the following aspects of

the United States and European securities exchange

markets; the distinct backgrounds of NYSE Group and
Euronext, more important, the potential advantages from

strategic and financial consideration and risks that

shareholders will experience due to the NYSE and Euronext

merge, and the value that NYSE Euronext will attribute to
each company within their respective markets.

Overview
Almost every country in the world has a stock
exchange. Their role in the local as well as global
economy has become ineluctable and should not be

undervalued. Exchanges are the instruments in

redistributing wealth, by helping companies to raise
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capital, gathering savings for investments and
facilitating company growth. Without the mediator, that

stock exchanges are, it would be more expensive and

difficult for the investors with excess funds to meet with
the corporations that are in need of capital. With the

help of stock exchanges the investors are able to allocate
their funds more rationally compared to the alternative of

keeping them idle for example on checking accounts.
Businesses on the other hand are able to raise capital for
expansion through selling shares or issuing bonds. The
economy benefits from this process as the excess funds of

the investors will be directed to the projects that
promote business, which leads to economic growth, new

jobs, and increased welfare (Wikipedia, 2007). Today the

role of the stock exchanges has crossed the national

borders and they help to mediate the funds between
companies and investors from diverse countries.
According to the financial instruments listed on the

exchange, the exchanges can be divided into three major

markets: equities, bonds and derivatives. Depending on the
individual exchange, it can mediate all these instruments

or some of them. World Federation of Exchanges (2007)
segments the markets by location into three major areas:

Americas, Europe-Africa-Middle East, and Asia-Pacific. The
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biggest markets are Europe and North-America with Asian
markets growing at a fast pace. As the paper analyzes the

merger of NYSE and Euronext, chapter one will focus on the
overview of the North-American and European stock exchange

markets. In addition current trends in the industry are
looked at.
Market Trends and Developments
Like most of the industries, stock exchanges are

facing fast changes that force them to adjust and adopt.

The major trends in the industry are globalization,
regulation and technology. These trends are related and
affect each other. For example disappearing borders

between the financial markets are forcing the changes in
regulations. Fast developing technology on the other hand
allows for the market participants to cross national

borders and look for capital as well investments
opportunities in other geographic locations. Therefore it

is hard to say which trend has more affect on the stock
exchange industry.
Globalization has increased the speed of industry
development across the world. The levels of cross-border
trading and capital movements are increasing fast. This

has taken place due to fact that investors are looking for
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the higher returns often provided by the emerging and

fast-growing markets like, China or India, and the
companies looking for the cheaper sources of capital. This
has lead to the increased number of financial
institutions,

investment firms and other financial

intermediaries that have to facilitate the market growth.
This again has lead to an increased competition between
both the domestic and international exchanges. Increased

competition has lead consolidation process where exchanges
merge or form partnerships with other exchanges in order
to provide better service to the clients as well as earn

higher returns to their own owners.

The wave of consolidation has taken place both in

Northern America as well as Europe.

In Europe for example

small Scandinavian markets are merged under the OMX Group
(Wikipedia,

2007) that operates stock exchanges in Sweden,

Finland, Denmark, Iceland, and three Baltic States.
Similarly Euronext used to operate markets in four

countries

(France,

Portugal, Netherlands and Belgium). The

consolidation has expanded across the borders of
continents. Both NYSE and NASDAQ made bids for London
Stock Exchange. There has been news of NASDAQ's interest
in OMX Group. NYSE and Euronext have moved forward from
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the bidding process and their merger is the topic of the

current paper.
The cross border mergers and acquisitions (M&A)

activity in the exchange market, as well as the

cross-border trading activity have lead to the increased
need to synchronize regulations. The US stock exchange

industry is mainly regulated by the Securities and

Exchange Commission (SEC). In Europe the main regulation

is Market in Financial Instruments Directive (MiFID). The

SEC is a United States government agency having primary
responsibility for enforcing the federal securities laws

and regulating the securities industry and stock market.

The main reason for the creation of the SEC was to
regulate the stock market and prevent corporate abuses
relating to the offering and sale of securities and

corporate reporting. The SEC was given the power to

license and regulate stock exchanges.
MiFID has three main objectives. First objective is

to lead the process of creating a single European Union
(EU) market for investment services. Second objective is

to respond to changes and innovations which have occurred
in securities markets. The third objective is to protect

investors by making markets more competitive, liquid, and
safe against fraud and abuse (Wikipedia, 2007) . There are
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many of differences in the regulations of the US and

European markets. They both though have a similar goal pursuit of a fair market environment and shareholder

protection.
Technology has influenced many most of today's world.

The stock exchange industry is no different. Computers,
internet, and satellite communication have transformed how
the stock exchanges operate. Most of these changes are
good for all stakeholders. For example technology has

significantly improved the liquidity of secondary markets.
This has brought new players to the market, which has

increased trading turnover and decreased transaction
costs. In addition to lower trading costs, increased

liquidity of stocks has made them an attractive
investment, leading to lower costs also for the companies
that are listed on the exchange (Jain & Johnson, 2006).

Technology has also increased the availability of

information to the investors making the markets more
transparent. Easy availability of information to everyone

advances the globalization of securities markets and
increases market efficiency. Therefore it can be said,
that the advancements in technology have had a great

impact on the securities exchange market that is

beneficial for all stakeholders.
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Globalization, regulation and technology have changed

the way stock exchanges do business not only compared to
the 13th century bourses in Amsterdam, but also compared
to just few decades ago in New York. These trends in the
industry have been beneficial to the market participants,
allowing the companies to find capital at lower costs,

investors to find investments opportunities with higher
returns, lowering transaction costs, increasing the
accessibility of information and therefore making the
markets more efficient.
Two out of three largest stock exchanges in market

capitalization in the world are from The United States:

NYSE and NASDAQ. Two European exchanges, London and
Euronext, are fourth and fifth in market capitalization.

The summary of the ten largest exchanges is given in the
table below.
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Table 1. Domestic Equity Market Capitalization of the Ten

Largest Stock Exchanges in the World
Exchange

USD bn
end-2006

USD bn
end-2005

% Change
in USD

15,421

13,311

15.9%

1

NYSE

2

Tokyo Stock Exchange

4,614

4,572

0.9%

3

NASDAQ Stock Market

3,865

3,604

7.2%

4

London Stock Exchange

3,794

3,058

24.1%

5

Euronext

3,708

2,707

37.0%

6

Hong Kong Exchanges

1, 715

1, 055

62.6%

7

TSX Group

1,701

1,482

14.7%

8

Deutsche Borse

1, 638

1,221

34.1%

9

BME Spanish Exchanges

1,323

960

37.8%

10 Swiss Exchange
1,212
935
29.6%
Source: http://www.world-exchanges.org/publications/
WFE%20Market%20Highlights%202006.pdf (May 14, 2007)

As can be seen from the table above half of the ten

largest stock exchanges are from Europe. But NYSE from the
US is the largest by market capitalization. The NYSE is
almost three times as large as Tokyo Stock Exchange, which

is the second largest in the world. When looking at the
growth.in 2006, Hong Kong Exchanges are the fastest
growing - in 2006, the market capitalization grew over 60%

compared to the end of 2005. European stock exchanges are
also growing rather fast - Euronext and Spanish exchanges
both grew over 30% in 2006. NYSE didn't grow as fast as
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other exchanges - 15% annual growth. Tokyo has had the
slowest growth in 2006 compared to the other exchanges in

the top ten. The fastest growing market though was

Shanghai Stock Exchange - over 200% growth in market
capitalization in 2006 compared to the end of 2005.

Despite that Shanghai Stock Exchange does not yet reach
the list of the ten largest exchanges (World Federation of
Exchange, 2007).

The current paper is focused on the merger of two

world leading stock exchanges: NYSE and Euronext. Next, a
more detailed overview is given of the markets these
exchanges operate. The last part of the chapter focuses on

the comparison of the performance measures of the US and
European stock exchanges.

United States Markets
The major stock markets in the United States are:
NYSE, NYSE Area, /American Stock Exchange, Boston Stock

Exchange, Chicago Stock Exchange, Chicago Board Options
Exchange, NASDAQ, and the Philadelphia Stock Exchange. The

success of those stock markets makes the U.S. stock market
dominate the world stock market position.

NYSE is a New York City-based stock exchange. It is
the largest stock exchange in the world by dollar volume

and the second largest by number of companies listed. NYSE
9

Area, an abbreviation of Archipelago Exchange is an

entirely online securities exchange where both stocks and
options are traded. It is owned by NYSE Euronext. The
American Stock Exchange (AMEX) is an American stock

exchange situated in New York. AMEX is a mutual
organization, owned by its members. The Boston Stock
Exchange (BSE) is a regional stock exchange located in
Boston, Massachusetts. The third oldest stock exchange in
the United States, Chicago Stock Exchange (CHX), located

in Chicago, Illinois, is the third most active stock

exchange in the United States by volume, and the largest

outside of New York City. The Chicago Board Options
Exchange (CBOE) is one of the world's largest options

exchanges with an annual trade of over 450 million options
contracts, covering more than 1200 companies, 50 stock
indexes, and 50 exchange-traded funds (ETFs). NASDAQ is

the largest electronic screen-based equity securities
market in the United States. National Association of

Securities Dealers is an industry organization

representing persons and companies involved in the

securities industry in the United States. It is also the
primary Self Regulatory Organization (SRO) responsible for
the regulation of its members, with oversight from the

Securities and Exchange Commission. The Philadelphia Stock
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Exchange (PHLX) is the oldest stock exchange in the United

States. It merged with the Baltimore Stock Exchange in
1949, the Washington Stock Exchange in 1954 and the

Pittsburgh Stock Exchange in 1969.

Derivative market is another important section in the
U.S. securities market. Derivative market can be divided
into two categories: futures market and over-the counter

(OTC) market. Future markets such as Chicago Mercantile
Exchange, trade in standardized derivative contracts.

These are options contracts and futures contracts on a

whole range of underlying products (e.g. commodities like
metals, corn, coffee etc.). From 1995 to 2005, the

compound annual growth rate has increased approximately
22.9%; the average daily contract volumes have increased

26.3% in 2005, and 39% year-over-year growth in the first
nine months of 2006 compared to the first nine months of

2005 (Securities and Exchange Commission, 2006). OTC
market consists of investment banks with traders who make

market, and clients such as hedge funds, and commercial
banks (Wikipedia, 2007).

The U.S. Fixed income markets traditionally use

broker-dealer trades, facilitated with telephone
transactions, to allow institutional investors to trade

over-the-counter. Fixed income securities are exchanged
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through intermediaries known as Inter-Dealer Brokers
(IDBs). Also, Electronic fixed income securities trading

systems have assisted in increasing the speed of

transaction and have greatly improved the accuracy of
securities transaction.

European Markets

European financial markets have two separate types of
organizations: clearing and settlement bodies and

securities exchanges. There are also two types of

exchanges: cash markets dealing with equities and bonds,
and derivatives markets, dealing with financial and

commodity derivatives. The industry landscape in Europe is
illustrated on the figure below adopted from the
Federation of European Securities Exchanges (FESE).
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Figure 1. European Exchange Market

As can be seen from the figure above the European
stock exchange industry is much more fragmented and there

are a larger number of exchanges compared to the US. The
consolidation process in the European markets has been
encouraged by the legislative bodies in EU. The start for
the consolidation process was given by the Scandinavian

stock exchanges in 1998 when OM AB acquired the Stockholm
Stock Exchange and few years later a merged with the
Helsinki Stock Exchange, which by then was already the

1'3

owner of the Baltic exchanges. Today the Scandinavian

exchanges are all under one operation and employ the same
information technology.
European stock exchanges are gathered under the

umbrella of the Federation of European Securities

Exchanges (FESE). FESE represents operators of the

regulated markets for securities and financial, energy and
commodity derivatives. FESE represents 40 exchanges from
all the countries of the EU, and plus Iceland, Norway, and

Switzerland. The objectives of the federation include
fostering global competitiveness of European exchanges;

promoting public recognition of the exchanges and their

contribution to the economy; and providing a forum for the
debate on capital markets (Federation of European
Securities Exchanges, 2007).
Until the introduction of one currency in Europe, the
currency risks were one of the obstacles in cross-border
trading in Europe. When Euro was introduces in 1999 the
currency exchange rate risk between the countries that
adopted Euro disappeared. Though euro is still not used in

many EU countries (including for example Great Britain and
Sweden), the cross-border trading has increased. In

addition the fiscal policies in the EU are more

coordinated, and EU regulatory bodies are working towards

14

more harmonized legal environment for financial markets.

The regulatory changes will increase integration of equity
markets in EU, but especially in the Euro-area (Andren,

2005).
From 2005 to 2006, the London Stock Exchange trading

volume increased from 24% to 46%, a 22% difference, a
notable rise in trading volume. In comparison to the 28%

increase in the Deutsche Borse exchange and the London
Stock Exchange's 22% rise, Euronext's 37% increase in
volume represented, the largest change in European trading

volumes in 2006. Euronext is Europe's largest cash

equities market based on average daily trades and average
daily turnover in its electronic order book. During 2005

and the first half of 2006, on an average day, over
613,113 and 894,622 trades

respectively, valued at 7.1

billion Euros (Yahoo, 2007) and 10.2 billion Euros (Yahoo,
2007), respectively, were executed on Euronext.
The European Derivatives Markets also plays a major
role in the European market. Eurex (2006), which is a

European electronic exchange based in Frankfurt, Germany
is the major derivatives exchange market. Euronext.liffe

which is the derivatives arm of the Euronext itself covers
five markets: Belgium, France, the Netherlands, Portugal

and the United Kingdom. From these 5 markets, members can
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attain future and option product information from over 30
countries.
The European fixed income market is the same as
United States fixed income market conducted on the OTC

markets. Both the United States and the European fixed
income market use services provided by inter-dealer
brokers and trading platforms that are operated by banks.
Comparison on the United States
and European Equity Markets

To compare the US and European markets three major

performance indicators are used: number of securities
listed, markets capitalization and total trading volume.

In the analysis the growth in year 2006 is calculated
compared to year 2005. The summary of the performance
measures is given in the table below.
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Table 2. Performance Measures of the United States and

European Stock Exchange Industries
2005
(in million
USD)

2006
(in million % Change
USD)

US equity markets
Number of listed companies

6, 029

6, 005

-0.3%

17,000,864.5

19,568,972.5

+15.1%

34,199,274.52

+37.8%

8,256

8,515

+3.1%

Market Capitalization

11,416,096.4

23,737,722.3

+107.9%

Total value of share trading

18,433,605.6

25,012,830.5

+35.7%

Market Capitalization

Total value of share trading 24,820,123.32

European equity markets
Number of listed companies

Source: http://www.world-exchanges .org/WFE/
home.asp?action=document&menu=10&nav=ie

In year 2006 the growth in the European markets has
been much faster compared to the US markets. In the U.S.,

the number of listed equities actually marginally
decreased as in Europe the number of listed companies

increased approximately 3%. In total there are also more

equities listed in the European markets compared to the

US. The market capitalization of the European markets has
doubled compared to 2005. One reason for the fast growth

may be that in addition to the more stable Western
European markets like London and Germany, European markets

also include merging markets from Eastern Europe. In 2006

the highest growth in the domestic market capitalization
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in Europe was in the Cyprus Stock Exchange (145% growth).

Other fast growing markets in Europe were Warsaw (59%) and
Vienna (52%) .

The total value of share trading has increased more
in the US, but the difference with the European markets is
small. The trading volume in the US grew 37.8% in 2006 and

35.7% in Europe. In terms of the trade volume Cyprus Stock

Exchange was also the fastest growing exchange (800%

growth). Similarly to the growth in market capitalization,
the Warsaw and Vienna stock exchanges had higher growths

in trading volumes - 83% and 76% respectively.
From the performance measures presented above, it can

be seen that the European equity markets are experiencing

much faster growth than the United States. United States
markets accordingly appear more stable. The fast increase

observed in the European markets can be explained by the
inclusion of fast-growing emerging exchanges, such as

Warsaw, Prague and Cyprus.
Chapter one has given a background for the stock

exchange industry. More focus was given to the US and
European markets - the markets where NYSE and Euronext
operate. Chapter one also looked at the current trends in

the industry. These trends include globalization, advances
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in technology and changes in regulation. The focus in the

next chapter is on the merger of NYSE and Euronext.
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CHAPTER TWO

INFORMATION ABOUT NEW YORK STOCK EXCHANGE GROUP

Overview
The New York Stock Exchange (NYSE) was founded on May

17th 1792 by twenty-four New York stockbrokers who signed

the Buttonwood Agreement. The nickname for NYSE is "Big
Board", and it is located on Wall Street in New York. It

is the trading ground for some of the world's largest
corporations, such as General Electric, which had a market

value of $357 billion dollars at the end of 2006. Other
large companies traded on the NYSE include: Bank of
America, Wells Fargo, Exxon, Motorola, Pfizer, Chevron,

Citigroup, Ford Motor Company and Honda.
As the world's largest cash equities exchange by
dollar volume, NYSE is esteemed as a reliable, orderly,
liquid and efficient market place. By the number of

companies listed NYSE is the second largest (Wikipedia,

2007). At the NYSE investors meet directly to buy and sell
common stock of the listed companies' and other

securities.
NYSE Area, the daughter company of NYSE Group,

operates the first all-electronic stock exchange

(Wikipedia, 2007). In addition to equities it also acts as
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an exchange for trading equity options. Through NYSE Area,
customers are able to trade over 8,000 equity securities

and over 150,000 option products.

The current chapter discusses history, structure, and
regulations of the NYSE Group. Short analysis of the
competitive strengths of the NYSE group is also given in

this chapter.

The New York Stock Exchange Group
From the stock exchange founded by twenty-four
stockbrokers over two hundred years ago, NYSE has grown to
be one of the world's largest market places. The growth

hasn't been all organic and a lot of it has taken place
through consolidation process. The following figure
adapted from the NYSE's official website (NYSE Euronext,

2007) shows how mergers, acquisitions and absorption have
created the NYSE Group as it was known in 2006 before the

merger with Euronext.
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As mentioned earlier the NYSE was started in 1792.

The above figure illustrates the development of the NYSE
Group since 1971, when it was incorporated as a

Non-for-Profit Corporation. In 1972, The Securities
Industry Automation Corporation (SIAC) is organized - the

unit that started providing automation and data processing
services to the exchange. It is a subsidiary company

jointly owned by the NYSE and the /American Stock Exchange.
Parallel to the NYSE, in 1882 in San Francisco Stock

and Bond Exchange was establishes, which changed the name

to Pacific Exchange in 1973. In 1997 Area Electronic
Communications Network (ECN) was founded. Five years later
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Archipelago Exchange is launched and in 2004 Archipelago

Holdings has an initial public offering. In 2005

Archipelago acquires Pacific Exchange. Only two years

later NYSE and Archipelago (ArcaEx) merge takes place.
NYSE Area is an abbreviation for Archipelago
Exchange, an entirely online securities exchange in which

both stocks and options are traded. The NYSE Group's
business is operated mainly through two separate entities:
New York Stock Exchange LLC.

(NYSE) which is a, national

securities exchange and holds all of the equity interests
of NYSE Market, NYSE Regulation and 66.66% of SIAC
(Securities Industry Automation Corporation) which is the

technology subsidiary of the New York Stock Exchange. NYSE
Market, Inc., which is owned by NYSE, conducts all the

market activities for the NYSE (Securities and Exchange
Commission, 2006).
The NYSE combines auction-based and electronic
trading for equities. NYSE created the NYSE Hybrid Market,

which offers both individual investors, as well as

professionals services for buying and selling different

securities. The NYSE Hybrid Market is an important
strategy to reorganize 'trade through'

(Carey, 2004), a

rule adopted by the SEC on April 6, 2005 as part of the

Regulation National Market System (NMS), which provides
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investors the ability to compare and get information about

prices across the country.
As of September 30, 2006, approximately 2,704 issuers

were listed on the NYSE. Companies listed on NYSE
represented a combined global market value of
approximately $23.0 (Securities and Exchange Commission,
2006) trillion as of that date. In order to stay

competitive on the international market, NYSE Group has to
constantly work on finding new listings to add to the

effective values. The primary goal of the NYSE Group is to
make sure customers can buy and sell securities in a

reliable and efficient environment.

In order to be listed on the NYSE, a company is

expected to meet certain criterion. One important
qualification is the willingness to provide to the public
information on the progress of the company (e.g. financial

standing, new projects, changes in the company structure
etc.). When NYSE is evaluating the eligibility for listing

of a new company, particular attention is paid to the

degree of national interest in the company; its position
in the industry; stability of the company; and the ability
of the company to remain competitive in the industry it

operates in (New York Stock Exchange, 2004) .
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Just like any company, development of new services

and products is important to the stock exchanges. In the
modern market technology plays a role that cannot be
undervalued. But technology needs to be updates and

modernized constantly. This has been also the focus on
NYSE. In addition to that today's investors as well as the
companies listed on the exchange, require different

services. For NYSE it for example includes auction market
services or services related to different indices.
The NYSE Group has paid special attention to the

developing auction market and electronic market. The
NYSE's auction market is a market where all traders are
able to meet together to buy or sell an asset (Bodie,

Kane, & Marcus, 2006). Orders are sent electronically and
floor brokers facilitate trading floor transactions, help
customers, and handle their orders. In addition NYSE uses

NYSE Direct which is an electronic trading service. NYSE
Direct can processes very fast bids or offers up to 1,099

shares, for orders other than Exchange-Traded Funds (ETF),
and 1,000,000 shares total.

One tool that helps to follow the performance of the

certain market is market index. Market indexes reflect the

performance of the whole market or certain segments of the
market, for example small or large companies listed in
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that exchange. NYSE provides many different indices. These

indices reflect well the condition in the world market as

NYSE-listed companies account for a substantial portion of
the world's economy. The objective of NYSE in creating the
indices is to show the strength of the companies that are

listed on the exchange. But these indices also provide the

investors as well as the listed companies with the

beneficial benchmark. The following table presents the
indices list on the NYSE (NYSE Euronext, 2007) :

26

Table 3. New York Stock Exchange Indices

Index
NYSE Composite

NYSE Energy

Symbol Comments
NYA

NYEID

Measures the performance of all
common stocks listed on the
NYSE
NYSE Sector Indexes are subsets
of the NYA and represent the
following market sectors:
Energy, Financial, and Health
Care. They give a more defined
snapshot of key segments.

NYSE Financial

NYK.ID

NYSE Health Care

NYP.ID

NYSE International 100

NYI.ID

Tracks the largest 100 non-U.S.
common stocks listed on NYSE

NYSE TMT

NYYID

Tracks 100 NYSE listedcompanies that are high-quality
leaders in technology, media
and telecommunications (TMT)
sectors.

NYSE US 100

NY. ID

Tracks the top 100 U.S. stocks
trading on the NYSE.

NYL.ID

A benchmark for tracking the
performance of 200 world
leaders across 10 industry
sectors and all regions of the
world. Is constructed by
combining the NYSE U.S. 100 and
NYSE International 100 Indexes.

NYSE World Leaders

NYSE Area Tech 100

NYSE IPOX Composite
Index

PSE

A price-weighted index
comprised of common stocks and
ADRs of technology-related
companies listed on US
exchanges.

IPOID

A modified market cap weighted
index that measures the average
performance of IPOs and spin
offs listed on the NYSE.

Measures the average
performance of domestic IPOs
NYSE IPOX U.S. Index
IPYID
and spin-offs listed on the
NYSE.
Source: http://www.nyse.com/marketinfo/indexes/
mkt_indexes_nyse.shtml
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In addition to the indices listed in the table above,
NYSE Area Index Services also provides listing services

for calculation of indices in real time to the third
parties. Such indices are the intellectual property of the

third party. They have chosen to list their index on NYSE
Area (NYSE Euronext, 2007). The following table presents

the indices listed on the NYSE Area:

Table 4. Indices Listed on New York Stock Exchange
Archipelago Exchange

Symbol

Comments

IPOX 100 Index

IPXO

Measures the performance of the
top 100 companies ranked quarterly
by market capitalization in the
IPOX Composite Index.

IPOX 30 Index

IPXT

Measures the performance of the
top 30 companies ranked quarterly
by market capitalization in the
IPOX Composite Index.

NGE.X

Tracks 30 small- and mid-cap USlisted companies that encompass
non-hydrocarbon based energy
production and consumption
technologies with superior
efficiencies and reduced
environmental impact.

Index

MCF Next-Generation
Energy Index

Newbridge Nanotechnology
NNIX
Index

Tracks the stock market
performance of companies that are
currently active in
nanotechnology.

NYSE IPOX Composite
Index

Measures the average performance
of IPOs on the NYSE.

IPO.ID

Measures the average performance
of domestic IPOs on the NYSE.
Source: http://www.nyse.com/marketinfo/indexes/
1157450732135.html
NYSE IPOX U.S. Index

IPY.ID
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Market data is very important to any securities

market because it helps investors in making their trading
decisions. NYSE Group collects financial and other data
from the market participants. It then distributes the

information forward to the investors, who are then able to
form their opinion. Based on this information the

investors can understand better the quotations and prices
and therefore make better trading decisions.
The SEC requires all the securities markets
(including equities, bonds and derivatives) to

continuously show bids and ask price of each security to

the public. In order to fulfill that requirement of SEC,
NYSE offers Consolidated Data Services. NYSE packages the

market data that is only available to certain markets, as
trading and analytic products, which are called
Proprietary Data Products. These products are only

available for the NYSE group.

As mentioned earlier, technology plays an important
role in the modern trading market. The NYSE and NYSE Area
have developed a wide range of technologies that help them

facilitate the business, by helping them to maintain the
competitive position and promote investor's confidence.

This technology integrates the IT architecture for
monitoring, managing and expanding global trading
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capabilities with the network and hosting infrastructure.

It offers the market participants a one-stop solution for

accessing liquidity anywhere in the world (NYSE Euronext,

2007). But technology development is an on-going process
also for NYSE. The following table represents the major

components of the NYSE trading technology:

Table 5. Components of New York Stock Exchange Trading

Technology
Display Book

High-performance trading system for
automatic quotation

NYSE Direct

Automatic-execution service for non-ETF
limit orders of up to 1,000,000 shares

SuperDot

Process 99% of electronic market and
limit orders

Broker Booth
Support System

Full-service order management system
supporting straight-through electronic
order

Common Message
Switch

For routing and processing of orders

NYSE e-Broker
Handheld Data
Devices

Mobile wireless handheld devices
running the NYSE e-Broker application

Source: Securities and Exchange Commission Amendment No. 1
Form S-4 Registration statement Under the Securities Act of
1933 Registration No. 333-137506. October 30th, 2006. Pg 241

Analysis of Competitive Advantages of
New York Stock Exchange

As mentioned in part one of this paper, globalization

has increased the intensity of competition and the speed

30

of development in the stock market industry across the

world. In order to be able to compete with other stock

exchanges, NYSE has to have some unique competitive
advantage over the competition. NYSE Group's competitive
strengths include the following: well-recognized brand

name; good reputation; high listing standards; world's

largest equities market; wide range of products and
services; strong and effective regulation (NYSE Euronext,

2007). Some of these strengths, like reputation and high
standards for services, are invaluable in order to attract
new listings. New listings are what all stock exchanges

are competing for as in the today's market place company
can choose to have the IPO in any equities market. The
determinant will be services provided by the stock

exchange.

In the United States, NASDAQ is the main competitor
to NYSE's. These two exchanges account for the trading of

a majority of equities in North /America but also in the
whole world. There are several differences between NYSE
and NASDAQ. First of all, NYSE's trade occurs in a
physical market place but the trading at NASDAQ takes
place over the telecommunications network. The NYSE's

floor-based trading system has decreased its
competitiveness in relation to the electronic system of
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NASDAQ. A study, authored by former Under Secretary of

Commerce for Economic Affairs Dr. Robert Shapiro, found

that the 'open-access and competitive system of NASDAQ
enables investors to trade at a lower cost and faster than
the at the specialist system of the NYSE. The study also
found that the control of NYSE specialists' over the

trading, has contributed to the trading violations that
increase the specialists' profits at the expense of

investors. Another disadvantage of NYSE is significantly

higher fees charged from the listed companies in compared

to NASDAQ (Pacific Research Institute, 2004).

Despite the well-recognized brand name and other
competitive advantages that NYSE has, it is not easy to

stay competitive. The competition with the main competitor
NASDAQ, can often be looked at as a competition between

different trading systems. Only time will tell if NYSE's

floor-based trading system can stay alive in the
high-speed development of technology and increased
expectations of the market participants.

In order to analyze the position of NYSE on the
American stock exchange market some of the major

performance measures important to the industry are
analyzed. The following paragraphs will give an overview

of the performance of NYSE in relation to American Stock
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Exchange and NASDAQ. In order to analyze the performance
the following performance measures are looked at: market
capitalization, number of equities listed, total annual
trading volume as well as average daily trading

indicators.
Market Capitalization
Market capitalization is one of the main measures
indicating the size of the stock exchange. The total

market capitalization shows the total market value of the
listed equities. The following figure gives an overview of
the total market capitalization of equities at the end of
the year from 2003 to the end of 2006 for the three main
stock exchanges in the United States.
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Source: Home page of The Federation of the World Exchanges at http://www.world-exchanges.org

Figure 3. Total Market Capitalization of Equities Traded

at the Major Stock Exchanges in the United States
(2003-2006)

As can be seen from the figure above, NYSE is the
largest stock exchanges by the total market capitalization

of the equities traded in the United States. In 2006, the

market capitalization of equities listed at NASDAQ totaled
about one forth of the market capitalization of equities

listed at NYSE. The market capitalization of equities
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listed at /American SE is marginal compared to the other

two American exchanges.
All three exchanges have had an upward sloping growth
trend in the market capitalization. Percentage growth has

been fastest at the American SE. But as this exchange is

marginal- in market capitalization, then the dollar value
growth is still below the dollar value growth at t NYSE or
NASDAQ. NASDAQ experiences a much higher growth percentage

terms in 2004 - 24.21% growth in market capitalization. In
2006 on the other hand NYSE has had a faster growth in

market capitalization of equities - 13% compared to 7% at
NASDAQ. The growth at NYSE can partly be due to the merger
with Archipelago..

Number of Equities Listed
Second important indicator of the performance of the

stock exchange analyzed here is the number of equities
listed. This measure is one indicator that shows how good
the stock exchange is at attracting companies to list

their shares, in other words attracting new clients.
Another such indicator is the number of new shares listed.
The following figure illustrates the number of shares
listed the chosen three US exchanges.
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Source: Home page of The Federation of the World Exchanges at http://www.world-exchanges.org

Figure 4. Number of Equities Listed (2003-2006)

As can be seen on from the figure above, by the
number of equities listed the picture is rather different
compared to market capitalization. There about one third
more equities listed at NASDAQ compared to NYSE. This

means that the companies listed at NASDAQ are smaller by

market value compared to the companies listed at NYSE.
This is in a way also logical as NASDAQ is known as the
stock exchange for higher growth companies. By the number

of equities listed, American SE doesn't seem so marginal
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anymore. It still has a smaller amount of equities
compared to NASDAQ or NYSE:

The growth in the number of listed equities has been
minimal on all three exchanges. In fact in 2005 the number

decreased both at NYSE as well as NASDAQ. In 2006 NASDAQ

was able to increase the number of listed equities but
NYSE not. In order to analyze the ability of the exchange

to attract new clients better, the following figure
illustrates the number of new equities listed.

Figure 5. Number of New Equities Listed (2003-2006)

37

The figure above illustrates how efficient the
exchanges have been in attracting new equity listings. In
recent two-year the number of listings at NYSE has dropped
compared to previous year. In addition to that, since 2004

NASDAQ has had a higher number of new listings compared to

NYSE. American SE experiences an upward trend in the
number of new equity listings from 2003 through 2005, but

in 2006 the number has also dropped.
Total Value of Share Trading
Total value of share trading is another important

measure that shows the performance of the stock exchange.
Annual value of share trading has been analyzed here for
the period from 2003 to 2006.
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Source: Home page of The Federation of the World Exchanges at http://www.world-exchanges.org

Figure 6. Total Annual Value of Share Trading (2003-2006)

As can be seen from the figure above trading at NYSE

is at higher levels compared to NASDAQ or /American SE. The
value of trading has had an increasing trend on both

NASDAQ and NYSE, but NASDAQ hasn't been able to catch up
NYSE not in value terms. But as mentioned previously, the

companies listed at NYSE have higher market value compared
to companies listed at NASDAQ, and then it is

understandable that the total annual value of shares
I

traded is higher at NYSE. At the American SE the value has
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been much lower and hasn't changed significantly during
the period analyzed.

In conclusion it can be said that that the

competition between NYSE and NASDAQ is fierce and close.
In some terms, like market capitalization or value of

shares traded, NYSE is the market leader in the U.S. stock
exchange industry. On the other hand, the number of

companies listed is much higher for NASDAQ. Tight
competition between these two exchanges is one of the

reasons they both are actively looking for possibilities

to grow through mergers or acquisitions. Slower organic
growth doesn't satisfy there organizations. They both bid
for London SE, and so far London has decided to stay

independent. NYSE merged though with Euronext - strong

presence in European market is definitely and advantage

for NYSE. But NASDAQ acquired the majority ownership in

OMX Group that operates exchanges in Scandinavia and
Baltic in May 2007 and has now presence in European

markets as well.
New York Stock Exchange Regulation
Stock exchanges are responsible for monitoring any
financial, operational and sales-practice rules and any

trading activities. In order to do that NYSE Group has a
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subsidiary called NYSE Regulation Inc. It is a non-profit

organization that performs different regulatory job
function that are necessary to fulfill the legal
requirements put on the stock exchanges by regulatory

bodies like SEC (NYSE Euronext, 2007). The high
requirements placed on the stock exchanges lead to the
requirements put on the companies that want to be listed

on the stock exchange. The NYSE Group requires for example
that all listed companies must qualify basic requirements

before being listed and must maintain requirements
standards thereafter. Two different divisions examine if

the listed are in compliance with the requirements on the
regular basis.

On February 14, 2007, the SEC approved

self-regulatory organizations (SROs) rule changes for NYSE
Group and Euronext merger. SEC approved rule changes will

enable the businesses of NYSE Group and Euronext to be
wholly-owned subsidiaries of a new publicly-traded holding
company, NYSE Euronext. NYSE Group and Euronext would each

be a separate subsidiary of NYSE Euronext, and their
respective businesses and assets will continue to be held

as they are currently held. The business merger would be a

cross-border transaction that fits within the framework
the commission has developed in connection with other
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transactions involving self-regulatory organizations. It
would maintain the New York Stock Exchange's and
Euronext's ability to each meet obligations as

self-regulatory organizations and continue to provide the
commission with tools necessary to effectively oversee

these self-regulatory organizations (US Securities and
Exchange Commission, 2006).
The NYSE Regulation is divided into five different

divisions. These divisions are: Listed Company Compliance,

Member Firm Regulation, Market Surveillance, Enforcement,
and Dispute Arbitration. Each division has its own are of

responsibility. The Member Firm Regulation division for
example is responsible for monitoring more than 325 member
organizations of the NYSE, and more than 35 members of

NYSE Area, Inc.'s activities. In addition this division

develops the rules and regulations for NYSE and provides
training for new staff in the securities industry. The

Market Surveillance division is responsible for monitoring

insider trading activities of the NYSE and NYSE Area. The
Enforcement division is responsible for investigating any

unlawful activities and violations of the rules, for

example insider trading and abuse of power by supervisors.
The Dispute Arbitration division is responsible for

providing the fair market place for the securities
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industries. The last division, Dispute Arbitration
division, has solved many disputes between investors,

brokers, organizations, and employees for more than 100
years.

NYSE, one of the worlds largest and best know stock
exchanges, has two hundred years of history and has grown

to the organization it is know today through mergers and
acquisitions, as well as through the natural growth.
Unlike any other organization it has a rather complicated
structure,- parts of which have been explained in the

current chapter. Due to the fierce competition and •
globalization, NYSE Group has had to pay special attention

on the development of the services provided to the market

participants, to making sure that the technology is up to
date and helps the exchange to operate, as well as on the

regulations that help to ensure the efficient market. In
addition to the structure of the NYSE Group and

regulations, the competitive advantages of the group were

discussed in this chapter. The next chapter will introduce

NYSE's merger partner-Euronext.
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CHAPTER THREE
INFORMATION ABOUT EURONEXT

Overview
Euronext is the second party in the merger analyzed

in the current paper. It may seem that Euronext is a young
stock exchange, but it has in fact also become to be the

organization it is today through mergers of several

European stock exchanges. It is one of the largest
exchanges in Europe operating in Belgium, France,
Netherlands, Portugal, and the United Kingdom. Euronext

was formed with the current name on September 22, 2000
after the merger between the Amsterdam Stock Exchange,

Brussels Stock Exchange, and Paris Bourse. Before the
merger with NYSE, Euronext was one of the largest

exchanges in Europe.
The current chapter will give a short overview of the

history of Euronext and its corporate structure. It will
also look into the different services provided, analyze

the competitive strengths of the exchange and touch

shortly on the regulatory issues.
History of Euronext

As mentioned above, Euronext was formed in 2000
through the merger of the Amsterdam Stock Exchange,
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Brussels Stock Exchange, and Paris Bourse. In addition in
2001 Euronext acquired London International Financial
Futures and Options Exchange (LIFFE).

In 2002, the group merged with the Portuguese stock
exchange Bolsa de Valores de Lisboa e Porto (BVLP), which

was then renamed Euronext Lisbon (Wikipedia, 2007). So
Euronext covers five European countries. The schematic
illustration of the market of Euronext Group is

illustrated on the figure below.
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As mentioned earlier the age of Euronext is

deceptive. Though Euronext was formed in 2000, the

exchanges that formed it were established centuries
earlier and had a long experience in operating in local

markets. The trading history in Europe goes back much
farer than in Americas. The stock exchange originated at
the end of the Middle Ages in Northern Italy, but the 1st

known exchange was established in 1531 by the city of
Antwerp. The "buers" or stock exchange operated with

established rules and opening hours. In addition the

financial instruments traded were developed and became
more sophisticated (NYSE Euronext, 2007). The following is

a short history of the five stock exchanges that make up
Euronext.

French stock exchange or Paris Bourse is known since
year 2000 as Euronext Paris. Stock trading in France has
taken place in several spots in Paris, including the rue

Quincampoix, the rue Vivienne, and the back of the Paris
Opera House. Up to 1986 the trading in Paris operated as a

so called "open outcry" market where trading took place
physically on the exchange floor between the agents. In

1986 Paris Bourse implemented an electronic trading system
which replaced the agent system. In 1989 the trading in

Paris was fully automated. In the late 1990s, the Paris
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Bourse launched the Euronext initiative, which consisted
of the alliance of several European stock exchanges
(Wikipedia, 2007).
The Brussels Stock Exchange (BSE) , the second party

in the Euronext, was founded in Brussels by Napoleonic

decree in 1801. By 1858, the exchange was operating

successfully and enjoying the economic and industrial boom
in Belgium. Similar to the Paris Bourse, the trading also

took physically place on the trading floor between the
agents or brokers until 1987 (NYSE Euronext, 2007) . Since
2000 the exchange is know as Euronext Brussels. The most

well known index on the Brussels Stock Exchange is the
BEL20 (Wikipedia, 2007).
The history of the /Amsterdam Stock Exchange, the

third party in Euronext, goes back the longest. It is

considered the oldest exchange in the world as it was
established in 1602 by the Dutch East India Company for
trading its printed stocks and bonds. The /Amsterdam Stock

Exchange is the former name for the stock exchange based

in Amsterdam. Since the merger with the Brussels Stock
Exchange and the Paris Stock Exchange it is known as

Euronext Amsterdam (Wikipedia, 2007).

Bolsa de Valores de Lisboa e Porto (BVLP) in Lisbon,
Portugal was founded in January 1769, making it over 20
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years older than NYSE. BVLP and the Porto Derivatives
Exchange were united during the restructuring in 1990s. As

a result the Portuguese Exchange was formed. In 2002, BVLP
was acquired by Euronext, and renamed Euronext Lisbon
(NYSE Euronext, 2007).

The fifth party in the Euronext Group is the
derivatives exchange situated in United Kingdom - London
International Financial Futures and Options Exchange

(LIFFE). LIFFE was acquired by Euronext in December 2001.
Today know as Euronext.liffe, it is the second largest
derivative market in Europe by volume and the second

largest in the world by average daily value of trading.

During 2005, and the first half of 2006, average daily
volume was 2.9 million. The total value of contracts

traded on Euronext.liffe was €307 (Yahoo, 2007) trillion
in 2005 and €185 trillion in the first half of 2006 (NYSE
Euronext, 2007). Euronext.liffe provides interest rate

products, equity products, equity index products,
commodity products, currency products, and OTC products.
Structure of Euronext

Before the merger with NYSE, Euronext had finished
fully integrating the five different geographic markets.

It was managed by multinational teams. These teams were
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leading three primary cross-border strategic business
units (SBUs). The strategic units are product-based and

include the following: Cash Trading and Listing,
Derivatives Trading, and Information Services. Each SBU is
responsible for operations and employee base in all five

geographic locations. The SBUs are assisted by the central

support departments, which are responsible for functions
like finance, human resources, regulation, compliance,

corporate information systems, strategy, etc. In addition

to the primary business units mentioned above, Euronext
also has 3 other business units: Sale of Software with the
function of trading software solutions through GL TRADE
S.A.1; Societa per il Mercato del Titoli di Stato (MTS),

the unit that has the function of trading government bonds

and repos; and third, Settlement and Custody unit, that is
responsible for the settlement of transactions and safe
custody of the securities (Securities and Exchange

Commission, 2006, Form S-4, pp. 339-341). The overview of
the performance of different business units is given in
the following table.

1 Subsidiary of Euronext that is a leading provider of front to backoffice trading, clearing and settlement solutions.
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Table 6. Performance of Different Business Units

Revenues in 2005
(in million EUR)

Revenues
(% of total)

Cash trading and Listing

278.8

29.0%

Derivatives

331.9

34.5%

93.6

9.7%

Sale of software

195.2

20.3%

MTS fixed income

1.4

0.15%

Settlement and Custody

39.3

4.1%

Other

21.6

2.25%

Business Segment

Information services

961.9
Total
Source: Securities and Exchange Commission Amendment No. 1
Form S-4 Registration statement Under the Securities Act
of 1933 Registration No. 333-137506. October 30th, 2006.
p341.

The two main units that all together provided

approximately two thirds of the revenue of Euronext are
Derivatives Unit, and Cash Trading and Listing Unit. As
can be seen from the table above the main business of

Euronext in 2005 was in derivatives trading - 34.5% of the
total revenues of the group were generated by that

business unit. The second highest revenue is generated by
the Cash Trading and Listing unit that provided 29% of the

revenue in 2005. In 2005 sale of software generated a high
percentage of the revenue, but can be considered as
extraordinary revenue, as it includes the revenues of
Euronext. liffe's. technology division, until July 1, 2005,
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when it was transferred to Atos Euronext Market Solutions
S.A.S.

(AEMS - an entity 50% owned by Euronext and 50%

owned by Atos Origin)

(Securities and Exchange Commission,

2006) .

Euronext Indices
Euronext's Information Services unit collects and
sells market information to organizations like Reuters or

Bloomberg, but also to financial institutions. In
addition, this business unit manages over 200 domestic and

international indices. Euronext creates indices based on
the market and product segments, e.g. telecommunication
industry. The objective is to enhance the profiles of the
issuers listed and products traded on the exchanges (NYSE
Euronext, 2007).

Euronext manages two broad-based indices: Euronext

100 Index and Next 150 Index. The Euronext 100 Index is

blue chip index. Next 150 Index is market capitalization
index that is comprised of 150 largest equities. Next 150

represents therefore large- to mid-cap segment of listed

stocks on Euronext (Wikipedia, 2007). In addition to these
main indices Euronext different markets have local indices

that follow the performance of the local market. The
overview of these markets is given in the following table.
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Table 7. The Major Market Indices of the Euronext Group

Stock Exchangesj Major Indices Major Companies

CAC 4 0

Accor, AGF, Air Liquide,
Alcatel-Lucent, Alstom

Brussels Stock
Exchange

BEL 20

Agfa-Gevaert, Barco,
Bekaert, Belgacom,
Cofinimmo

Amsterdam Stock
Exchange

AEX

Paris Stock
Exchange

ABN AMRO Bank, Aegon,
Ahold, Akzo Nobel, Bols
Wessanen

Altri SGPS, BCP (Banco
Comercial Portugues), BES
Lisbon Stock
PSI-20
(Banco Espirito Santo), BPI
Exchange
(Banco Portugues de
Investimento) , Brisa
Source: http://www.euronext.com/trader/indices

As can be seen the major local indices at Euronext
are CAC 40, BEL 20, AEX and PSI-20. In addition to these

indices, for example, Amsterdam has AMS SmallCap Index,
A—DAM All Stocks Index and Alternext Allshare Index (NYSE

Euronext, 2007). Paris on the other hand has CAC MidlOO,
CAC Small90, and CAC NEXT20 Index, and many others ' (NYSE

Euronext, 2007).- All these indices represent a certain
market segment based on the size of the listed companies

included in the index or the industry. These indices help
the market participants, investors as well as listed

companies themselves, to follow the market. For companies
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Figure 8. Total Market Capitalization of Equities Traded
(2003-2006)

As can be seen from the figure, during the period

from 2003 to 2006 the two largest stock exchanges by the
total market capitalization of the equities traded were

the Euronext and the London Stock Exchange. The next

largest are Deutsche Borse and Swiss Exchange. Other
markets are relatively smaller and the small exchanges

have not been included on the figure (like OMX, Luxembourg

SE and many of the smaller Eastern-European exchanges).
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Source: Home page of The Federation of the World Exchanges at http://www.world-exchanges.org

Figure 9. Annual Percentage Growth of Total Market

Capitalization of Equities (2004-2006)

The above figure illustrates how the market

capitalization of the largest European exchanges has grown
during the period from 2004 to 2006. In 2004 the Spanish

Stock Exchange was the fastest growing with close to 30%
annual growth. Euronext is third by growth behind the
Spanish and the Italian exchanges with the growth of

17.57%. The main competitor of Euronext, London Stock
Exchange (LSE), had the growth of a little below 17% in
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2004. In 2005 all the exchanges experienced low percentage
growth compared to the previous year. Swiss SE was the

fastest growing with a little over 13% and Euronext grew

10.88%, compared to the 6.7% growth for LSE. In 2006
Spanish exchange is again first by growth. In 2006 though
Euronext also experienced fast growth as the market

capitalization equities listed on Euronext grew almost 37%
annually. The main competitor, LSE, is left far behind
with the growth of 24%.

Number of Equities Listed
Second important indicator of the performance of the

stock exchange is the number of securities listed. We look
more specifically at the number of equities listed. This

measure is one indicator that shows how good is the stock

exchange at attracting companies to list their shares on
the specific exchange. Another such indicator is of course

number of new shares listed. The following figure

illustrates the number of shares listed on the chosen
European exchanges. The Federation of World Exchanges did
not have the information on the number listed equities for
the Spanish stock exchange, so that exchange has been left

out from this part of the analysis.
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Source: Home page of The Federation of the World Exchanges at http://www.world-exchanges.org

Figure 10. Number of Equities Listed (2003-2006)

As can be seen on the figure above LSE is by far the
largest exchange in Europe by the number of equities

listed. It has almost twice as many equities listed
compared to Euronext. It is remarkable also that as the

number of equities listed on Euronext as decreased during

the period from 2003-2006, then on the LSE this number of

listed equities has increased every year. In 2006, there

were 3,256 equities listed on LSE compared to 1,210
equities listed on Euronext. When by market capitalization

57

exceeded LSE and by number of equities listed it is far
behind LSE, two things can be concluded. First, the

companies listed on Euronext are larger by market value.
Second, the market value of the companies listed on
Euronext is growing faster. This on the other hand means

that the companies listed on LSE are smaller by market

value and are growing slower.
The growth in the number of companies listed on the

exchange can be deceptive. This is due to the fact that in
addition to the new equities being listed, some of the

companies listed on the exchange can decide to delist

their shares (e.g. in case of buyout), or are forced to

delist their shares as they do not comply with the
requirements of the exchange. In order to see how well the

chosen exchanges are able to attract new companies to list
their shares, we look at the number of new listings

illustrated on the following figure.

58

Source: Home page of The Federation of the World Exchanges at http://www.world-exchanges.org

Figure 11. Number of New Equities Listed (2003-2006)

Figure above depicts that London Stock Exchange has

been able to attract much more new listings than the other

exchanges. In 2006 the total of 576 new equities were
listed on LSE. During the same year only 52 new equities
were listed on Euronext. The highest number of new
listings on LSE during the period looked at was in 2005,

when over six hundred new shares were listed on LSE. In
2006 there were little less new listings - 576, but still

much more compared to the other larger exchanges in
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Europe. The other exchanges analyzed have also had a

marginal number of new listings compared to LSE, the
number staying below 45 in all cases.
Total Value of Share Trading

Another important measure that shows the performance

of the stock exchange is the annual total value of share
trading. That indicator shows the value of the total

shares traded during the specific year. The period from
2003 to 2006 is analyzed.
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Source: Home page of The Federation of the World Exchanges at http://www.world-exchanges.org

Figure 12. Total Annual Value of Share Trading (2003-2006)
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In all six stock exchanges the total annual trading
volume has had an increasing trend as can be seen on the

figure above. During the period observed, LSE has had the

highest trading volume, and Euronext the second highest.
In 2006 though the growth of the trading volume at LSE has

been significantly higher compared to Euronext in dollar
values - the increase compared to 2005 is approximately
2 billion dollars. The increase of trading volume at

Euronext was approximately 1 billion dollars in 2006 in
relation to 2005. In percentage terms both exchanges had a

similar growth - approximately 33%. The trading volume is
influenced by the number of equities listed as well as the

market value of these equities.
In conclusion it can be said that by the total market

capitalization Euronext has been really close to London
Stock Exchange - both having the total market

capitalization over 3.7 billion in 2006. But the other
performance measures analyzed in the current paper show
that LSE is a larger exchange in comparison to Euronext.

LSE has almost double the number of equities listed in
relation to Euronext. LSE has also been able to attract

much more new listings. As the revenues of exchanges are

mostly related to new listings as well as the trading

activities, it can be said that London is the market

61

leader in Europe in the stock exchange industry, Euronext

being the second. The one advantage that Euronext has
before LSE is that the companies listed on Euronext seem

to have a faster growth as the market capitalization of
Euronext has been higher compared to LSE.

Euronext Regulation

Euronext operates exchanges in five European

countries. Each of these exchanges holds the license
issued by the respective national regulatory authority and

operates under its supervision. The exchanges are also
subject to the respective national laws and regulations

(Securities and Exchange Commission, 2006). Therefore it

is complicated for Euronext to regulate the operations of
these different exchanges. However, progress expected to

happen as the regulatory agencies of the European Union

are though working towards the harmonization of the legal
framework for financial markets.
Euronext has introduced a harmonized rulebook to

integrate the trading platforms of its European markets.
The purpose is to reduce the compliance burden for the

market participants. The rulebook is divided into two
parts and the: part one - the rules that can be applied to

all markets and part two - the rules that apply to
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individual domestic markets. Euronext rulebook I applies

to all Euronext markets, while the regulations in rulebook

II are specific to local jurisdictions. Rulebook I covers
the following matters: membership rules which are for cash
markets and derivative markets; trading rules which are

for cash markets and derivative markets; listing rules
which are for cash markets; rules of conduct which are for

cash markets and derivative markets; transparency
obligations which are for certain issuers an applicable to

cash markets and enforcement of the rules which applicable

to cash markets and derivative markets (Securities and
Exchange Commission, 2006).

Chapter three focused on giving an overview of
Euronext. Chapter described the different business

segments of the exchange. More in depth analysis was

performed about the performance indicators of Euronext in
comparison to other major stock exchanges in Europe. The

last part of the chapter looked into the regulations for
Euronext. Next chapter will discuss the background of the

combined exchange after the merger, each party's
motivation for the combination which includes strategic

consideration, financial consideration and also the risks

related to the merger.
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CHAPTER FOUR

THE COMBINATION

Overview
Business is becoming more global by each day.

Companies are operating on several continents at the same
time. In case of the decision to have an initial public
offering (IPO), each company has a choice of different
stock markets with different business models and at

different geographic location. Globalization has a strong

influence on the stock market industry and is one of the
reasons for increased consolidation in the industry.

In general the objective of each corporation,
including stock exchanges, is to maximize shareholder

wealth. Based on that main objective the management team
puts together the strategy for the organization. Often

organic growth of the organization is not sufficient and

management looks for other ways to grow.
NYSE has been looking into the possibilities of
entering the European stock exchange market for several

years. Competing bids for example for the London SE have
not leaded to an actual merger so far. Euronext was also

looking for partners but so far on the European market. In
fact Euronext also put in a competing offer for London SE
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(Securities and Exchange Commission, 2006). In spring 2007

the new company, NYSE Euronext, was formed as a result of

the merger of these leading stock exchanges.
This chapter looks into the reasons each party had

for the merger. This chapter also presents and evaluates
the strategic, financial and other considerations facing
each party of the agreement. The final part I explore the

major risks related to the merger.

New York Stock Exchange Group's
Motivation for the Combination
As concluded in chapter two, the competition between

NYSE and NASDAQ is rather fierce. In order to stay
competitive in the market exchanges have to attract new

clients and provide them innovative and high quality

services. One strategy is to expand to new geographic
markets.

The merger between such giants like NYSE and Euronext
are never taken lightly. The motivations for such a

transaction are analyzed in detail by financial analysts
as well as legal teams. The factors that were driving NYSE
towards the merger with Euronext can be divided into three

major categories: strategic reasons, financial
considerations and other transaction related

considerations. The following factors have been expressed
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by the management and board of NYSE and were brought out
also in the SEC filing. The reasons are not in the order

of importance. In the analysis strategic and financial

motivations are looked at.

Table 8. Reasons for New York Stock Exchange to Merge with

Euronext
Strategic considerations

1.

First truly global stock exchange

2.

Becoming the industry leader in all business segments

3.

Become the market leader by market capitalization

4.

Experienced board and leadership team

5.

High standards for quality and corporate governance

6.

Innovation

7.

Common technological platform

8.

Offering listing possibilities in Europe for companies that
don't want to fulfill US regulatory requirements

9.

Wider range of services to clients both in Europe as well as
US

10.

Increased efficiency

11.

Better growth opportunities

Financial considerations

1.

Cost savings

2.

Revenue synergies

3.

NYSE Group shareholders having 59% ownership of the new
company and being able to benefit from the future earnings

4.

Each NYSE Group shareholder will get 1 share of NYSE Euronext

Other considerations

1.

Changes in the industry - trend for consolidation

2.

Risks related to the other alternative targets

3.

Risks related to rapid technological and regulatory changes
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Though the reasons in the table are not in the order
of importance, the main reasons for NYSE to merge with the

European exchange are entering new geographic markets as
well as becoming the industry leader in the whole world.
NYSE Euronext is the first truly global exchange that is

operating exchanges both in US and Europe. The following
figure illustrates how the industry landscape will change

with the merger based on the year 2006 numbers.

Source: Home page of The Federation of the World Exchanges at http://www.world-exchanges.org

Figure 13. Stock Exchange Industry Leaders by Market

Capitalization and Trading Volume (in USD million)
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On the figure the information for NYSE Euronext is
provided by summing up the separate results for NYSE and
Euronext, as if they would have been combined already at

the end of 2006. As can be seen from the figure, based on
the end of 2006 figures the total market capitalization of

equities listed on NYSE Euronext would have been the total
of over 19.1 trillion dollars. That is approximately six

times the market capitalization of NASDAQ or London SE the next largest exchanges in the world. Based on 2006

results, the combines exchange would have also been the
market leader by the total annual trading volume. The
combined trading volume for the NYSE Euronext would have
been 25.643 trillion dollars in 2006.
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Source: Home page of The Federation of the World Exchanges at http://www.world-exchanges.org

Figure 14. Number of Listed Equities

Based on the end of 2006 numbers, the combined
exchange would also be the market leader according to the
number of equities listed. The total number of equities

listed would have been 3,480. NASDAQ and London SE are

rather close competitors though, both having 3,163 and

3,256 equities listed respectively. Tokyo SE, the largest
exchange in Asia, had 2,416 equities listed at the end of

2006. In the ability to attract new equities London SE
would have been still more effective than the combined
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NYSE Euronext - the total of 576 new equities listed
compared to 180 by NYSE Euronext.

These figures clearly illustrates that the merger of

NYSE and Euronext created a sure global market leader. As
mentioned earlier NYSE Euronext is the first truly global
P

marketplace for all securities. It operates in seven

countries: Belgium, France, the Netherlands, Portugal, the
United Kingdom and the United States. In addition to
operating exchanges in different geographic markets and

being the market leader in equities trading NYSE Euronext
is a leader also in other business segments like
derivatives and technology.

In addition to the market leadership another

strategic consideration that motivated NYSE in the merger
process, is being able to provide to the customers a wide

range of high quality services. For example NYSE Euronext

can provide to international companies that do not want to
fulfill the US listing requirements, the possibility to

list their shares in Europe. The main reference here has

been the tight requirements of Sarbanes-Oxley Act of 2002,

which states among other things for example the
requirement for auditor independence, and has high

financial disclosure requirements. If international
company feels that such requirements are too strict, NYSE
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could still keep the customer in the Group and help them
list their shares at one of the Euronext markets in

Europe. For NYSE higher quality services would also
results from the combined management teams that could lead

to new innovations.
An important consideration is combining the

technological platform. Investments into upgrading
technological network are large. NYSE Euronext can develop

the technology together in the future. It is first related
to the innovation and being able to develop the technology

so the exchanges could have better, timelier and more
accurate information at all times. This on the other hand

would mean better services for the investors as well as

companies listed. Synergies in the area of technology can
also lead to cost savings in the long run, as first the
combining of different technological systems might lead to

additional costs.

The analysis of the CITI Group showed that the merger
would lead to significant cost savings for the NYSE Group

as well as increased revenues. The analysts estimate that
during the three years after the merger, the NYSE Group

will have an annual cost savings of approximately $275

million. They estimate a cost savings of $55 million in
2007 and $125 million in 2008 (Securities and Exchange
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Commission, 2006). $250 million is expected to be saved
from integrating the technological platforms (CBC News,

2006). The-analysts also estimate that after the merger,
the NYSE Group will reach additional incremental revenue
of $100 million by the third year (Securities and Exchange

Commission, 2006).
The question remains why Euronext and why NYSE has
shown active interest in the European market and not for

example fast-growing Asian markets. Of course NYSE was
first interested in merging or acquiring London SE, which

would have leaded to even bigger market share in the
industry. The discussions with London SE have failed so

far.

As discussed in chapter three, Euronext was the
second largest exchange in the European market. Another
possible reason why NYSE has primarily shown interest in

European exchanges is the stability of the European

markets. In expanding into new geographic markets entering
into more stable markets before entering high growth

merging markets appear a reasonable motivation.

Euronext's Motivation for the Combination
Just as NYSE, Euronext has been out looking for

strategic partners. Euronext had merger talks with Deutshe
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Borse and also with London SE. Merger with NYSE allows
Euronext though to cross the continental borders and
expand to markets outside Europe. The strategic and

financial reasons why Euronext was interested in the
merger are similar to the motivation of NYSE. The
following table illustrates the additional motivations for
Euronext to merge with NYSE.

Table 9. Additional Reasons for Euronext to Merge with New

York Stock Exchange
Strategic considerations

1.

Merger would allow participating better in the future
consolidation in the industry in Europe.

2.

Combined NYSE and Euronext brands would allow to compete
better for new listings outside US

3.

Combination with NYSE would not by itself require the
registration of Euronext's listed companies with the SEC
or mandatory compliance with U.S. federal securities laws

4.

Merger of equals

Financial consideration
1.

Share price appreciation that would benefit Euronext
shareholders to the extent that they retain shares of NYSE
Euronext received in the exchange offer

2.

The "mix-and-match" election permitting Euronext
shareholders to elect whether to receive cash or NYSE
Euronext shares,

Similar to the considerations of NYSE, Euronext is

motivated by the fact that the combined company will be
the market leader in the industry. As already illustrated

73

in the first part of this chapter, NYSE Euronext will have
the largest market capitalization, trading volume as well

as the highest number of equities listed in the industry.
The combined brands are expected to help in attracting new
listings in Europe.

The financial advisors to Euronext in the merger
process, Morgan Stanley and ABN AMRO, are also forecasting

financial benefits from the merger. They estimate that
there will be costs savings related to technology, and

also increased revenue (Securities and Exchange

Commission, 2006). Adding a strong brand name like NYSE
will help to attract new listings with Euronext, the area

where London SE has been effective in the European markets
as illustrated in chapter three. Growth in the number of
new listings will mean increased revenues to the exchange.
In addition the merger with NYSE will help Euronext

to participate better in the consolidation process in

European markets, but also in other geographic markets.

Euronext also expected that the combined organization
would have better opportunities to develop new products.
Such new products could include: transatlantic indices,

products leveraging the NYSE brand name, and new
derivative products. Innovation would also improve the
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technological framework for Euronext (Securities and
Exchange Commission, 2006).
The offer for the Euronext shareholders by NYSE Group

is so called a "mix-and-match" offer. This is good for the
Euronext shareholders as it gives more freedom to them,

allowing taking shares of the combined NYSE Euronext Group

or cash for their current shares. Taking shares of NYSE
Euronext would let the shareholders to get advantage of
the future stock price increase (Securities and Exchange

Commission, 2006). The markets position of the new company

and the estimated revenue increase and cost savings let to
assume that the stock of NYSE Euronext will perform well.
Some other factors considered, include for example

the opportunity for European investors to gain better
access to the world's best and fastest growing companies.
Also the ability to keep the decentralized management

policies is very important to the different national

exchanges operated by Euronext. For the shareholders from

France and UK it was important that the exchange offer
allowed them to exchange their Euronext shares for

NYSE-Euronext shares tax-free (except to the extent of

cash received)

(Securities and Exchange Commission, 2006).
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Risks Related to the Merger

Large transactions like the merger of two large
organizations like NYSE and Euronext are not risk-free.

Before the merger both parties considered the related

risks for each company. Some of these negative factors can
be anticipated with, but it is close to impossible to
prepare to all uncertainties.

One main risk related to the merger is that the value

of the NYSE Euronext common stock at the time of the
closing of the transaction could be lower than the price

of NYSE Group common stock as of the date of the

combination agreement. This could be caused by the change
in the value of the assets and liabilities of the NYSE
Group and Euronext. Such price changes should be short

term and according to efficient market theory the price of

the NYSE Euronext common stock should return to its fair
value. Another major risk that typical to mergers is that
the actual cost savings and revenue synergies may not

match the estimates (Securities and Exchange Commission,
2006).

There are also risks related to the failure to
complete the merger. For example the costs related to the

potential diversion of management and employee attention,
and the effect on business and customer relationships. The
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costs already occurred on the due diligence process will
be sunken costs. The merger is also a long and complicated

process that will take a lot of attention and resources of

the management leaving less time to deal with the

every-day business. Many of these risks can be overcome if
they are known and the management has a strategy to deal
with them.

Part four gave the background for the combination of

NYSE and Euronext. It focused on the factors that
motivated both parties for such a transaction. In the last
part the chapter brought out some of the risk related to

the merger. Next chapter will introduce the concept of
merger and acquisition as well as the different types of

mergers. Chapter five will also discuss which type will
best fit the NYSE and Euronext merger.
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CHAPTER FIVE

MERGER AND ACQUISITION

Overview
Mergers and Acquisitions (M&A), is the term that

refers to the aspect of corporate strategy, corporate
finance and management. It involves buying, selling or

merging of different companies. Merger is a tool used by

companies for the purpose of expanding their operations
when organic growth of the company is not sufficient. The

objective of the merger is to increase company's long term

profitability. Historic evidence shows however, that
50-75% of all the M&A transactions fail in their aim of

adding value and increasing profitability (Wikipedia,
2007) .

This chapter discusses the different types of mergers
and acquisitions. It also provides a time line for the

NYSE Euronext merger. The analysis introduced in chapter
five allows concluding that the NYSE Euronext holding
company was the outcome of a friendly merger.
Merger and Acquisition

The term M&A is usually used together and gives
therefore a wrong understanding that merger and

acquisition are synonyms. This is false as these
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transactions are rather different. Acquisition takes place

when one company takes over another and clearly

established itself as the new owner. In that case the
tarqet becomes the son/dauqhter company of the buyer.
Merger on the other hand, happens when two firms combine

their operations and go forward as a single new company.
The stock of both companies' is exchanged for the stock of
the new company (Wikipedia, 2007).

There are also different types of mergers and
acquisitions. The difference depends usually on the

relation the parties of the transaction have with each

other. In theory there are four different types of
mergers. These different types of mergers are illustrated

in the following table.

Table 10. Types of Mergers

Type

Description

Horizontal
merger

Two firms that are combined operate in the
same industry (produce the same type of good
or services)

Vertical
merger

Merger between a firm and its supplier or
customer.

Congeneric
merger

Merging companies are operating in the same
industry but have no relationship.

The merging companies are operating in
Conglomerate different industries.
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Mergers can also be categorized as friendly or
hostile merger, based on the relationship between the

merging companies during the merger process. Merger is
called friendly or the merger of equals, when the merging

companies willingly work towards the combination of the
companies and there is no resistance from both sides. This

takes place usually when the combination of businesses is
beneficial for both parties and in the interest of the

shareholders of both companies. On the other hand the

merger is called hostile, when the target company is

resisting the takeover attempts initiated by the other
company. Hostile mergers are always in reality
acquisitions rather than mergers. In practice there are
very few friendly mergers (Wikipedia, 2007). Usually one

company will buy another company. Sometimes the terms of

the combination agreement simply allow the target company

to claim that the action is a merger of equals. This is

necessary as being the target of the buy-out can often
have negative consequences. In order to avoid that, the
parties declare the transaction as a merger of equals

(Investopedia, 2007).

Acquisitions can be categorized into two main types
based on what the buyer buys. The acquirer can buy out the
equity interests of the target company. The acquirer can
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also buy the assets of the target company. In case of the

acquisition all or parts of the equity or assets of the
target can be bought.

In conclusion it can be said that whether the

transaction between the parties is considered a merger or
an acquisition depends on the willingness of the parties
to participate in it. The way the transaction is announced
to the general public can give hints on the nature of the
transaction. The difference between the merger and

acquisition lies in the nature the purchase is
communicated to and received by the stakeholders of the

target company - its board of directors, the employees and
of course the shareholders.
The biggest markets where M&A transactions take place

are U.S. and Europe. The table below illustrates the
number of M&A transaction in the world during the period

from 1990 to 1999 (Shaver & Shaver, 2004).
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Table 11. Number of Merger and Acquisition Transactions

during the Period of 1990-1999

Year

Total Number of Mergers

Europe

U.S.

1990

82

34

46

1991

115

62

51

1992

102

44

53

1993

147

40

105

1994

210

62

144

1995

287

87

194

1996

313

95

210

1997

287

93

187

1998

271

103

156

1999

257

103

148

Source: Shaver, Dan. Shaver, Mary Alice. Michigan State
University. Comparing Merger and Acquisition Activity in the
U.S. and the European Union During the 1990s. pg4.

As can be seen from the table the trend in the number

of mergers in the world has been upward sloping during the
90's. In 1990 there were only 82 mergers in the world and

by the 1999 that number had grown to 257 - 213% growth.

Comparing the increase in the M&A activity in Europe and
US, it can be concluded that the number of deals has grown
faster in the U.S. - 222% growth compared to 203% growth

in Europe during the period. The number of transactions

has always been higher in U.S. compared to Europe. The
following table gives a more detailed overview of these
transactions in the 1990s (Shaver & Shaver, 2004).
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Table 12. Characteristics of the Merger and Acquisition

Transactions During 1990-1999

Transaction Type

Transaction
Value
(USD
million)

Percent of
the Total
Value

Number of
Transactions

Percent of
Total
Transactions

U.S. Target and U.S.
Acquirer

504,570.20

79.70%

1,222

59.00%

E.U. Target and U.S.
Acquirer

19,585.84

3.10%

44

2.10%

7,125.57

1.13%

28

1.40%

U.S. Target and E.U.
Acquirer

19,745.13

3.12%

47

2.30%

E.U. Target and E.U.
Acquirer

63,111.90

9.10% .

631

30.50%

Other Target & E.U.
Acquirer

2,683.96

0.42%

45

2.20%

U.S. Target and Other
Acquirer

13,692.62

2.16%

27

1.30%

E.U. Target and Other
Acquirer

2,031.65

0.32%

26

1.30%

Other Target and U.S.
Acquirer

Total
632,546.80
100.00%
2071
100.00%
Source: Shaver, Dan. Shaver, Mary Alice. Michigan State University.
Comparing Merger and Acquisition Activity in the U.S. and the
European Union During the 1990s. pg 11.

As the table illustrates, the majority of

transactions are within the same country. This means that
both the target and acquirer are from for example from

U.S. or from E.U. -in 89.5% of the transactions. The
majority of the same country transactions also took place

in U.S. - 59% of the total transactions. It is remarkable
also that the U.S. mergers have a higher dollar value -

almost 80% of the total dollar value of the transactions
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took place between the U.S. companies. This can mean that

the merger activity in U.S. is between larger and more

valuable companies. Even though by the number of mergers
the transactions between E.U. companies were over 30% of

the total mergers, the value of these transactions was
only 9.1% of the total value. Although the transactions

between U.S. and E.U. companies are rather marginal - only

about 4.3% - and the number of transactions with E.U.
acquirer is almost equal to the number of transaction with
the U.S. acquirer, the value of the transactions has been

much higher when the target company has been from Europe
and the acquirer from U.S. The number of transactions
where the target company is not from E.U. or U.S. is very

marginal - only about 1.3% of the total number of
transactions during the period from 1990 to 1999.

The Timetable of the New York Stock
Exchange and Euronext Merger
As explained earlier there are different types of
merger. The merger between NYSE and Euronext's can first

of all be called horizontal merger because both companies

operate in the same industry - they are both stock

exchanges. It can also be called a friendly merger. The
main reason for that is that there has been no resistance
from either party to the transaction. In addition in the
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public communication the parties have referred to the
merger as "combination" of two companies. As discussed in
more detail in the previous chapter about the motivation

of both parties for the transaction, it is also important
to stress that the merger is beneficial to NYSE as well as
Euronext. The merger will lead to the'new company that

will be the market leader in the whole world and will
allow both partners to participate better in the future

consolidation process in the industry. It will also lead
to the added value for the shareholders of the parties and
will allow them to reap the benefits of the increased

efficiency when the companies have been combined as the
merger is estimated to lead to cost savings as well as

increased revenues.
The count of the events during the merger process
illustrates well that there has been no resistance from
both parties to the transaction. The merger negotiations

have taken place between two equals. The advisors for both
parties have also concluded that the offers made for the

shareholders of both parties are fair and in accordance to

the market conditions. The following represents the
timetable of the NYSE Euronext merger (Securities and

Exchange Commission, 2006):
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The beginning of the merger process can be dated back

to January, 2006. That is the date when the CEO of NYSE
Group and CEO of Euronext met in New York. The topic of

their discussion was the possibility of a business

combination between the two exchanges.
In February 2006 there was a meeting of the World

Federation of Exchanges in Milan, Italy. The management

representatives of the NYSE Group and Euronext management
were present at this meeting. The discussions regarding

the possible combination between the two companies were
continued. The management teams decided to begin exploring

the structural and technical aspects of a combination.
Just two months later one major step was taken

towards the merger. On April 12, 2006, the parties signed
a confidentiality agreement. This agreement stated that

the management of both companies would provide the other
party with the necessary due diligence2 materials, so the
other party could perform their own analysis of the

transaction and benefits and risks related to that.
On April 29, 2006, the combined meeting of the

managing board and supervisory board of Euronext took

2 Due diligence is a term used for a number of concepts involving
either the performance of an investigation of a business or person,
or the performance of an act with a certain standard of care.
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place. At the meeting the financial advisors to the

Euronext presented the financial and other terms of the
respective potential transaction, but also brought out the

potential risks known at that time.
Two weeks later, on May 11, the board of directors of

the NYSE Group had a meeting. They discussed various
strategic alternatives that might be available, including
the business combination with Euronext, proposed by the

management. NYSE Group management presented the potential
benefits and risks associated with the combination in

comparison to the other alternatives.

On May 15, 2006, NYSE Group presented to the
management of Euronext the draft of the combination
agreement for revision and negotiation. This gave the
possibility to both parties to consult with their advisors

and propose revisions to the agreement. The management of
NYSE Group and their consultants gave an update on the

status of the negotiations to the board of directors
already on May 19.
On May 22, 2006, the board of directors of NYSE Group

and the chairman of the Euronext supervisory board

confirming the terms of the NYSE Group's proposal for the
business combination. Under these terms the shareholders

of Euronext were offered the right to exchange each
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Euronext ordinary share for €21.32 (Yahoo, 2007) in cash
or 0.98 of the share of NYSE Euronext common stock. The

shareholders of NYSE Group could exchange each share of

outstanding NYSE Group common stock for one share of NYSE
Euronext common stock.

The annual meeting of Euronext shareholders took

place on May 23, 2006. At the meeting, the NYSE Group
proposal was explained to the shareholders. By June 1,

2006, NYSE Group, Euronext and their respective financial

and legal advisors finalized the terms of the combination
agreement.
On April 4, 2007, NYSE Euronext is formed as a result
of the merger of NYSE Group, Inc. and Euronext N.V. The
merger is the first in history, where two exchanges from

different continents combine their business. This merger
created the first global marketplace and the industry

leader that does business in seven different countries.
The history of the exchange dates back more than four

centuries (NYSE Euronext, 2007). Though it is too early
too analyze the fruits of the merger, it is expected to

add value to all stakeholders - owners, companies listed
on the exchanges, the investors as well as the local

economies.
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As presented in the timeline above, it can be seen
that during the whole merger there was no resistance from

either party to the combination of businesses. This merger

can therefore be called as a friendly merger. The
considerations discussed in the previous chapter also

support that and show that the combination is beneficial

for both parties. It will allow them to participate better
in the future consolidation process in the industry. It
will also add value to the shareholders and allow them
gain from the synergy created through the merger.

Chapter five discussed the concept of mergers and
acquisitions, defining the differences between these two
transactions. The chapter also presented the statistics

about the number of merges and acquisitions in the 1990s.
Finally, chapter five characterized the merger between
NYSE and Euronext and provided the timeline of the merger.

The next section will discuss the assessment of NYSE
Euronext which includes the analysis of the competitive
strengths, shareholder's right and financial information.
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CHAPTER SIX
ASSESSMEMT OF NEW YORK STOCK EXCHANGE EURONEXT

Overview
NYSE Euronext is a new corporation formed after the

combination of NYSE Group and Euronext Group. The merger
was completed on April 4th 2007 (NYSE Euronext, 2007).

NYSE Euronext became the parent company of NYSE Group and
Euronext, which will continue to operate separately under

their names. This chapter will introduce the assessment of
NYSE Euronext, after the merger. The chapter is divided
into three major parts: SWOT analysis, VRIO analysis and a

short overview of financial results of the first quarter

of 2007.

Strengths, Weaknesses, Opportunities, and
Threats Analysis of New York Stock
Exchange Euronext
One good tool to assess the company is to use SWOT

analysis - analyze the strengths, weaknesses,
opportunities and threats that are relevant. Such an

analysis is part of the due diligence process during the
merger process. The following table illustrates the main
strengths and weaknesses of NYSE Euronext as well as the

opportunities and threats that lie ahead in the future and
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should be considered in putting together future
strategies .

Table 13. Strengths, Weaknesses, Opportunities, and

Threats Analysis of New York Stock Exchange Euronext
Strengths

Weaknesses

-Largest exchange in the world
-Geographic representation - covers 7
countries on two continents
- Synergies through economies of scale
that lead to cost savings (e.g. in
technology development) and increased
revenues
-Strong brand name
-Broad range of products and services
covering all investment areas (cash
markets, fixed income and derivatives)
-R&D - ability to create new products
-Ability to help companies to shift
easily from one exchange to another
within the group
- Simplified connectivity, billing and
relations with the brokers
-Euronext Liffe - leading derivatives
market and brand in the world
-Owning clearing houses and
depositories in Europe
-MTS (the daughter company of Euronext,
dealing with trading of debt
instruments)

-Less flexible to respond to the
changes in the market compared to
smaller exchanges
-Due to regulatory differences between
US and EU, hard to work out
pan-organization regulation
-Many different regulatory agencies to
work with
-European national exchanges are still
not under single IT platform
-Not owning depositories in Belgium and
Portugal
-Euronext brand is not as strong in
Europe as London Stock Exchange or
Deutche Borse

Opportunities

Threats

-As a largest exchange more power to
-not reaching the expected synergies
continue the consolidation process and -continuing consolidation process
acquire other exchanges
competitors merging
-Opportunity to create new innovative -Changes in regulation and legal
products
framework
-Opportunity to initiate the
-Consolidation under one single
consolidation of European depositories platform restricted by regulatory
-Opportunity to keep the issuers within differences
the group
- Smaller national exchanges are more
-NYSE brand will add to the strengths
flexible and creative
of the Euronext brand in Europe
-Competition between exchanges to lower
-Create 24-hour trading platform
trading costs
- Decreasing margins
-Competition from electronic and
Internet-based exchanges
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The above table brings out the main strengths and
weaknesses of the new combined exchange. The table also

summarizes the external factors that are relevant to the
future strategies of the group. All these factors are

discussed in more detail as follows.
Strengths

The merger of NYSE Group and Euronext has created

world's largest exchange - based on the end of 2006
figures the total market capitalization of equities listed

on NYSE Euronext would have been the total of over 19.1
trillion dollars (World Federation of Exchange, 2007).

NYSE Euronext is the global industry leader both by the
trading volume and market capitalization as discussed in

chapter 4. Such a position in the market gives NYSE
Euronext advantages that can lead to profitable
opportunities. The image of the first global stock

exchange will also add to the strength of the former NYSE

and Euronext brands. This market leader position will also

allow the company to compete in the continuing

consolidation trend in the market and merge with or

acquire other exchanges in Europe as well as in other
geographic locations like for example Asia.

NYSE Euronext will be operating on six different
countries situated on two major continents. Such a
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geographic market will lead to additional advantages. For

example due to the strict US regulations, in 2005 the
buy-backs in US lead to $200 billion decrease in equities
markets and very few foreign corporations chose to list

their stock in US. The beneficiary of such a change was

mainly London Stock Exchange in Europe (Tabb, 2006). Now
that NYSE Euronext operates on two continents, it can

still keep the listings in the group and guide the issuers

who want to avoid strict US regulations, to list their

shares for example in Paris or Brussels. It will be also
easy for them to assist the corporations that want to list

their shares on other exchanges in addition to NYSE in US
or due to changes for example in operations want to delist
in US and list in Europe. By keeping the listings still on
the exchanges in the group, also the revenues will still
stay in the NYSE Euronext group.

As discussed in chapter four, the merger is expected

to create large synergies. These synergies are estimated
to create costs savings for the group as well as increased
revenues. For example NYSE Euronext can save on the R&D,

IT and personnel expenses. The costs for the development

information technology systems can be enormous. If NYSE
Euronext is able to combine the IT developments for the
different exchanges in the group, it can lead to
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significant savings. NYSE Euronext is estimated to save
$250 million from the company's new IT-system and

platform. The three cash trading systems NYSE Euronext now

has (the NYSE, NYSE Area, and Euronext's NSC system) and
two derivatives trading systems (NYSE Area Options

platform and Euronext's LIFFE CONNECT platform) will be
combined to single global cash and a single global
derivatives platform. Lastly, NYSE Euronext has ten data

centers (six in U.S. and four in Europe) which process
customer information. These data centers will be combined
into four globally-linked data centers (two in the U.S.

and two in Europe)

(NYSE Euronext, 2007).

The added values of combined markets and brands are
also expected to increase revenues. For example the adding

of NYSE brand is expected to increase the strength of
Euronext in Europe, as so far London Stock, Exchange and

Deutsche Borse have been stronger brands in Europe. This
will allow NYSE Euronext to attract new listings in Europe

and take markets share from the main competitors in Europe
- LSE and Deutsche Borse.

Though the company size may not always be a strength,
as it tends to decrease flexibility, it does allow to pool
together strong teams from the larger amount of

specialists. This is especially important for example from
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the perspective of R&D. NYSE Euronext has a strong

management team as well as a large pool of highly skilled

specialists. When such resources are well managed, it can
lead to new innovations - new creative products and

services. For example, NYSE Euronext can combine cash
instruments with derivatives in a new creative way

producing a new product.
NYSE Euronext already has the advantage of having a

broad range of products and services. They cover cash,

fixed income and derivatives markets. Euronext has a
daughter company, Societa per il Mercato del Titoli di

Stato (MTS), a leading electronic European wholesale fixed

income trader. Trading with debt or fixed income
instruments is the new market that NYSE has been

interested in. The experience of MTS will help NYSE
Euronext to enter this market also in US and other
locations. Diverse geographic markets covered by NYSE

Euronext will also allow them to offer products and
services in these locations.

One important strength or asset for NYSE Euronext is
Euronext.Liffe - world's leading derivatives market
situated in London. Derivatives market has experienced a

growth trend in the recent years. Strong representation in
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the derivatives market will allow NYSE Euronext to

participate in this market growth.

Another asset for NYSE Euronext is the ownership of
depositories in some markets in Europe. First, owning
these units will allow NYSE Euronext to initiate the

consolidation process among the clearing house and
depository markets, which is segmented at the moment.

Ownership of these organizations will also allow them to
control the costs and have an advantage before the

competition in the continuing trend for narrowing margins.
Weaknesses

Though as discussed the merger made NYSE Euronext the

largest exchange and market leader in the world. Size
though is not always an advantage. Large corporations tend •

to have also more complicated organizational structure
making them less flexible. Flexibility can be an advantage
when market conditions change and fast response to the

change is necessary.

The different national regulations present in the

European countries can be a disadvantage to NYSE Euronext.
They have to work with different regulatory agencies.
There are also differences between the U.S. and E.U.
regulations. Though NYSE Euronext has an organizational

structure with local management familiar with the national
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regulations, these regulatory differences can slow down
applying new products or services or reacting flexibly to

the changes in the market conditions.'
During the merger preparations NYSE and Euronext

stressed that the merger will lead to synergies that
produce cost savings. The main part of these cost savings

are expected to come from the expenses related to the
technology. But even at this moment the IT platforms of
national European markets are not consolidated. Taking
these markets to the same platform will first mean

additional costs in order to unify the IT systems.

As mentioned NYSE Euronext owns depositories in most
markets they are present in Europe, except in Belgium and
Portugal. Not owning the depositories will not give NYSE
Euronext the cost advantage as the depositories control
the transaction costs. The transaction costs have been

under the pressure to decrease.
Opportunities

The global stock market industry is under major
changes currently. The consolidation process has started

and the industry is moving towards a fewer number of

exchanges. Those exchanges will not be limited to their
geographic location but will operate on the global market.

As already said, the merger of NYSE and Euronext has
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created the first truly global exchange operating on two

continents. This position gives NYSE Euronext many

valuable opportunities.
As the industry leader NYSE Euronext will have the

power and resources to actively participate in the
consolidation process. They now operate in US and Europe.
First, they can merge or acquire other European exchanges
to have larger market share in Europe. It seems as the

market leaders in Europe, London Stock Exchange and
Deutsche Borse, are currently not interested in merging

with anyone. NASDAQ has just recently acquired OMX Group small but fast-growing Scandinavian market. But there are

other growing exchanges in Eastern and Central Europe.
NYSE Euronext doesn't have to limit it's presence to

Europe and US. Fast growing Asian markets should be
interesting as well. For example the Chinese exchanges

have experienced enormous growth in recent years. In Asia
also, it seems that the market leader, Tokyo Stock
Exchange is currently not interested in merging

activities.
In Europe NYSE Euronext has a unique opportunity to

initiate a consolidation in the depository industry. This
industry is currently rather segmented, with each state

having its own depository. Depositories and clearing
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houses are though the key to controlling the transaction

costs. As NYSE Euronext owns depositories in all EU
countries it is present (except Belgium and Portugal), it

has a possibility to lead this consolidation process.
Another great opportunity NYSE Euronext has draws

from the assets of having a diverse employee base. NYSE
Euronext has talented employees in different countries and

with the variety of experience and skills. Such an asset
will allow the organization to put together teams to
create new innovative products and services that will
allow them to gain market share. NYSE Euronext is also

present in all different trading markets - cash

instruments, fixed income and derivatives. By combining
these different products it can create new investment

products.
One new service that could be created is around the
clock real time 24 hours a day trading as predicted by

several analysts (Associated Press, 2006). Such a service

would allow the trader in the U.S. the opportunity to
purchase a stock of a company anywhere in the world where

the exchange is open at that time, and do it from their
computer. This would make trading easy, but would also

allow investors to have more liquidity with their assets,

as they can also sell the stock around the clock. Though
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such a service may still be several years away, the merger

of NYSE and Euronext takes it closer to the reality. If
trading becomes more available to the investors, allowing

trades to occur more frequently than on other exchanges,

this will increase trading volume and therefore revenues.
Threats

In respect to the recent merger, the biggest threat
to NYSE Euronext stakeholders is that the new organization

will not reach the estimated and promised synergies. The
management and analysts have projected that the
combination will lead to significant cost savings as well

as increased revenues. Costs savings are expected to be

$275 billion and come mainly from savings related to

technology. Increased revenues and cut costs would lead
added value for the shareholders. The historic M&A
experience shows though that the estimated synergies are

rarely achieved. Inability of NYSE Euronext to reach the
projections would mean lost value to the shareholders.

As discussed the consolidation process in the stock
market industry is in full speed. NYSE and Euronext were

the first to create a global exchange, but competitors are
not sitting idle. NASDAQ has merged with OMX Group and is

looking for new markets. So are other competitors. NYSE

Euronext cannot pause to wait. Competition may outgrow
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them if they are faster to negotiate successful merger
deals.
Another threat that could slow down the reaching
expected synergies and future consolidation is changes in

legal and regulatory framework. Though operating in two
continents and different countries has its advantages as

discussed earlier, it also has threats. Differences in
laws and regulations make it harder for NYSE Euronext to

put the different national exchanges on a single platform.

It will therefore slow down reaching the expected costs
savings from the technology development as each national
exchange will need its own personal systems to fulfill

local demands. On the other hand as a market leader and
largest exchange in the world, NYSE Euronext will have the
negotiating power to guide the changes in the regulation

so that they would lead to benefits to the stakeholders
and would simplify the cross-border trading process.

Another threatening trend in the industry is
decreasing margins. There has been pressure to lower
trading as well as listing costs. The exchanges are
competing for new listings and lowering costs has been one
tool to attract new customers. This narrowing of margins

will decrease the profitability and will lead to
decreasing returns to the shareholders.
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Overall it can be said that NYSE Euronext has a good

position in the changing stock exchange industry. As a
market leader it has the resources to take advantage of

the opportunities and overcome the threats that lie ahead.
The abundance of strengths of the new combined exchange
will allow them also to turn the weaknesses into

strengths. The following paragraphs will analyze closer if

the strengths will give NYSE Euronext the competitive
advantage before the competition.
Valuable, Rare, Inimitable, and
Organization Analysis
In order to determine the potential comparative

advantage of NYSE Euronext in the global market, the

resources and strengths of the organization are analyzed
in the framework of VRIO analysis. VRIO stands for Value,
Rarity, and Imitability of the company's resources and the

employment of these resources by the Organization. The
summary of this analysis is given in the table below.
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Table 14. Valuable, Rare, Inimitable, and Organization

Analysis of the Resource of New York Stock Exchange

Products and services yes

EMPLOYED BY THE
ORGANIZATION?

INIMITABLE?

RARE?

RESOURCE

VALUABLE?

Euronext

COMPETITIVE IMPLICATIONS

no

No

yes

Comparative parity

Employees

yes

yes

Yes

yes

Sustained comparative advantage

Centuries of
experience/history

yes

yes

Yes

yes

Sustained comparative advantage

Brand name

yes

yes

Yes

yes

Sustained comparative advantage

Capital

yes

no

No

yes

Comparative parity

Global presence/
geographic markets

yes

yes

Yes

yes

Sustained comparative advantage

Experienced
management team

yes

yes

Yes

yes

Sustained comparative advantage

R&D

yes

yes

Yes

yes

Sustained comparative advantage

Euronext Liffe

yes

yes

Yes

yes

Sustained comparative advantage

MTS (fixed income
instrument trading
company in Europe)

yes

yes

Yes

yes

Sustained comparative advantage

Ownership of
depositories in
Europe

yes

yes

Yes

yes

Sustained comparative advantage

Technology

yes

yes

No

yes

Temporary comparative advantage

The above table summarizes the different resources
that NYSE Euronext has and brings out if these resources
give the organization a comparative advantage in relation

to competition. Most valuable to the organization are

resources that give them a sustained comparative
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advantage, meaning that these resources are valuable, rare

and inimitable. But in addition to that the organization

has to employ these resources in order to achieve a
comparative advantage.
As can be seen from the table, some of the resources

listed give NYSE Euronext only comparative parity (the
resources are not rare and can be imitated) or only

temporary advantage (the resources can be imitated). Such
resources are products and services, capital and
technology. NYSE Euronext has a broad range of products

and services and the whole range in one exchange can be
rare and costly to imitate. Despite that most products and

services provided by the organization are similar to the
services provided by other exchanges. Often different

exchanges use also similar technology, so technology

doesn't give them a sustained advantage before
competition. Development of the technology can be costly
and at some point different systems can provide the

organization and advantage. In modern world though
technology evolves at fast speed and for the competition
it is relatively easy to copy the functions provided by
the systems. Without technology the modern exchanges

cannot operate.
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Another important resource is capital. Capital will

be very important resource when the NYSE Euronext wants to

participate in the future consolidation process. In order
to acquire other exchanges it will need financial capital.

NYSE Euronext as the largest exchange has the resources
either by itself or through its financial partners.
Thus, the main resources that give NYSE Euronext a

sustainable comparative advantage before competition

include employees, experienced management, strong brand
name, centuries of experience and history, geographic

markets, and R&D resources for developing new products. In
addition the different business units like Euronext.Liffe,

MTS or depositories owned in Europe, are valuable to NYSE

Euronext and provide for them sustainable comparative
advantage. These resources should be used wisely in the

future strategies of the company in order to keep the
leadership position in the market.

Comparison of Shareholder Rights Prior
to and After the Combination

The following table compares the shareholder's rights
between NYSY Group, Euronext and NYSE Euronext, as you can
see, majority of the NYSE Euronext shareholder's rights

are same as the NYSE Group shareholder's rights.
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Table 15. Comparison of New York Stock Exchange Group
Shareholders, Euronext Shareholders and New York Stock
Exchange Euronext Shareholders
NYSE Group
Shareholders
Common
Stocks

Euronext
Shareholders

Authorized to
Authorized to issue
issue up to
up to 200,000,000
400,000,000 shares ordinary shares

NYSE Euronext
Shareholders
Authorized to
issue up to
800,000,000
shares

Dividends

Receive dividends

Euronext
supervisory board
can distribute an
Same as NYSE
interim dividend to
Group
shareholder (Depend
on the
profitability)

Annual
Meeting

Must be held for
the election of
directors on a
date and at a time
designated by
corporation's
bylaws

Held no later than
six months after
the end of the
fiscal year

Same as NYSE
Group

Special
Meeting

May be called at
any time by
chairman and CEO

May be held
whenever the
managing board of
Euronext deems it
desirable

Same as NYSE
Group

Voting
Rights

One vote per share,
however Euronext
may not exercise
One vote per share the voting rights
for any Euronext
shares held by its
subsidiaries*

Same as NYSE
Group

Giving notice to
Shareholder the Secretary of
Proposals* NYSE Group within
a certain period

No later than the
50th day before the Same as NYSE
day of a meeting of Group
shareholders

By the holders of
a majority of the
voting power

The general meeting
of shareholders is
Same as NYSE
entitled to suspend
Group
or dismiss a manger
at any time

Removal of
Directors
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Financial Analysis
Since the merger of NYSE and Euronext was finalized

only in April 2007, there are no historic consolidated
financial statements. At the end of May 2007, NYSE
Euronext released the 2007 first quarter financial

statements for both NYSE and Euronext separately. The
company also released first quarter unaudited consolidated

income statement as if the merger would have been in place
already January 1, 2007. This income statement does not

though reflect reality as the actual merger did take
effect only in April 2007. Below is the table with the
combined income statement and following after that an
overview of the unaudited consolidated first quarter

results for 2007 (NYSE Euronext, 2007).
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Table 16. New York Stock Exchange Euronext Unaudited Pro

Forma Condensed Combined Statement of Income for Three
Months Ended March 31, 2007
In millions, except per share data

Activity assessment
Cash trading
Derivatives trading
Listing
Market data
Software and technologies
Regulatory
Other
Total revenues

Section 31 fees
Merger expenses and exit
costs
Compensation
Liquidity payments,
routing and clearing
Systems and
communications
Professional services
Depreciation and
amortization
Occupancy
Marketing and other
Regulatory fine income

Operating income

Interest income
(expense), net
Gain on sale of equity
investment
Income from associates
Other income

Income before income tax
provision and minority
interest
Income tax provision

NYSE Group
US GAAP &
Historical
Euronext
Pro Forma
(US GAAP) Historical Adj ustment
Note
(IFRS)*
s Note
$ 186
$ $ 250
118
13
179
90
16
(11) (b)
63
42
25
58
50
26
11
703

(186)

424

(11)

-

NYSE
Euronext
Pro
Forma
Combined
(US GAAP)
$ 186
368
192
95
105
83
50
37
1,116

-

(186)

(11)
(105) (a)

(9)
(90)

20 (c)
2 (d)

(193)

(a)

(28)

-

(209)

(27)
(21)

(52)
(11)

-

(79)
(32)

(35)
(20)
(20)
5

(11)
(15)
(22)
-

(e)
-

(81)
(35)
(42)

102

186

9

-

4

1
4
3

(181)

115
(47)

108

194
(58)

(35)

(24)

(33)

(f)

-

(57)
18 (g)

264

(24)
1
4
7

252
(87)

In millions, except per share data

Minority interest

Net income

NYSE Group
US GAAP &
Historical
Euronext
Pro Forma
(US GAAP) Historical Adjustment
Note
(IFRS)*
s Note
(5)
1 (h)
$ 68

$ 131

$

(38)

NYSE
Euronext
Pro
Forma
Combined
(US GAAP)
(4)

$ 161

$ 0.61

Basic earnings per share
Diluted earnings per
share

$ 0.60

Weighted average shares basic
264.0
Weighted average shares diluted
265.5
Source: "NYSE Euronext Announces First Quarter 2007 Pro Forma
Combined Financial Results." May 23, 2007. NYSE Euronext Homepage,
http://ir.nyse.com/phoenix.zhtml?c=129145&p=irolnewsArticle&ID=1005868&highlight

When combined the total revenues for NYSE Euronext

would have been $1,116 billion; $703 million (63%) came
from NYSE Group and $424 million from Euronext Group. The

majority of revenues for NYSE Group came from cash trading
($250 million) and activity assessment ($186 million).

Euronext Groups revenues came from derivatives trading
($179 million) and cash trading ($118 million). Another

major source of revenue for both groups was market data
services - for NYSE Group $63 million of revenues came

from providing these services and for Euronext Group $42
million. The listing services have provided a significant
part of revenues for NYSE Group - $90 million. For
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Euronext Group these services were marginal (only $16

million). Euronext Group on the other hand draws a

significant amount of revenues from software and
technology related services.
Operating expenses for NYSE Group were during the

first quarter of 2007 $786 million, leaving for operating
income $102 million. Of these costs the major expenses
were liquidity payments, routing and clearing costs ($181

million). For Euronext Group the operating expenses were
$238 million, leaving for operating income $186 million.

From the information provided it seems that Euronext Group

has lower operating costs relative to the revenues, as
despite the fact that they had lower revenues the
operating income for Euronext is higher compared to NYSE

Group. Overall the combined operating income for NYSE

Euronext would have been $264 million for the first
quarter of 2007.

The income before income tax provision and minority
interests would have been $252 million for the first

quarter. Net income after income tax and minority
interests for NYSE Group was $68 million and for Euronext

Group $131 million. After US GAAP and pro forma
adjustments the combined net income for the NYSE Euronext
Group would have been $161 million. This would have meant
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basic earning per share of $0.61 at the weighted average
number of shares of 264 million. The following table
illustrates what the market analysts are estimating for
the NYSE Euronext results in the near future.

Table 17. Estimating New York Stock Exchange Euronext's
Future
In USD

Revenue (in Millions)
Q2: 06/2007
Q3: 09/2007
FY: 2007
FY: 2008

Q2:
Q3:
FY:
FY:

EPS
06/2007
09/2007
2007
2008

LT Growth Rate (%)

# of
Ests.

Mean
Estimate

High
Estimate

Low
Estimate

Std.Dev.

4
4
4
4

856.45
819.74
2,963.88
3,603.06

964.49
917.44
3,337.65
3,989.38

775.39
731.43
2,593.47
3,205.66

75.55
75.17
306.09
353.18

12
12
12
12

0.63
0.61
2.41
3.36

0.74
0.76
2.77
3.62

0.55
0.54
2.14
3.10

0.06
0.07
0.19
0.15

5

17.60

28.00

10.00

6.09

Source : http://stocks.us.reuters.com/stocks/estimates
.asp?symbol=NYX&WTmodLOC=L2-LeftNav-23-Estimates#revisions

If the earnings per share for NYSE Euronext in the

first quarter of 2007 are $0.61, then for the second
quarter analysts are estimating the earnings per share of
$0.63 and for the third quarter Of $0.74. That would mean

a 3% growth in the second quarter compared to the first
and a 17% growth in the third quarter compared to the

second. For the full year of 2007, the estimated earnings

per share based on the projections of 12 analysts are
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$2.41 and for year 2008 $3.36. That would mean over 39%

growth in 2008 compared to 2007. Possibly such a high
growth rate would be due to the reached synergies. On the
other hand, the lowest estimated growth projected by the

analysts is a little over 6% a year. If the positive
growth rates realize and NYSE Euronext will be able to

earn $3.36 per share in 2008, the shareholders will have

won with the merger of the leading stock exchanges NYSE
Group and Euronext Group.
This chapter has looked more closely to the new
combined NYSE Euronext Group. The chapter first presented

the SWOT analysis of the new stock exchange, bringing out

the main strengths, weaknesses, opportunities and threats
to the group. The strengths and resources of the company
were then analyzed more closely with the help of VRIO

analysis, in order to determine which resources provide
the sustaining comparative advantage to the NYSE Euronext

Group. The last part of the chapter took a peak view to
the financial results of the NYSE Euronext Group based on
the unofficial first quarter 2007 results.

NYSE and Euronext already finish the merger. I think

it's very successful and it's the first step to make a
truly globalization exchange market. However, the major

concern is the regulations from both continents: America
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and European. Especially with the government involved with
regulations. As I mentioned earlier, the different
national regulations present in the European countries can

be a problem for NYSE Euronext. They have to work with
different regulatory agencies. There are also differences

between the U.S. and E.U. regulations. Though NYSE
Euronext has an organizational structure with local

management familiar with the national regulations, these

regulatory differences can slow down applying new products
or services or reacting flexibly to the changes in the

market conditions.
After the SEC approved self-regulatory organizations

(SROs) rule changes for NYSE Group and Euronext merger,
SEC approved rule changes will enable the businesses of
NYSE Group and Euronext to be wholly-owned subsidiaries of

a new publicly-traded holding company, NYSE Euronext. The
business merger would be a cross-border transaction that

fits within the framework the commission has developed in
connection with other transactions involving

self-regulatory organizations. It would maintain the New
York Stock Exchange's and Euronext's ability to each meet

obligations as self-regulatory organizations and continue

to provide the commission with tools necessary to

effectively oversee these self-regulatory organizations
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(US Securities and Exchange Commission, 2006). In my

opinion, it will take at least 5 years to figure out a way

to work it out. NYSE Euronext will have to cope with many

regulatory entities and potentially conflicting
regulations. We shall see.
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